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REORGANIZATION PLAN NO. 2 OF 1956 


(Providing for the Establishment of the Federal Savings 
and Loan Insurance Corporation as an Independent 
Agency of the Federal Government) 


THURSDAY, JUNE 27, 1956 


Unitep States SENATE, 
SUBCOMMITTEE ON REORGANIZATION, OF THE 
CoMMITTEE ON GOVERNMENT OPERATIONS, 
Washington, D. C. 

The subcommittee met, pursuant to call, at 10:05 a. m., in room 
P-63, the Capitol Building, Senator John F. Kennedy (chairman of 
the subcommittee) presiding. 

Present: Senator John F . Kennedy, Democrat, Massachusetts; 
Senator Thomas A. Wofford, Democrat, South Carolina; Senator 
Margaret Chase Smith, Republican, Maine; Senator Norris Cotton, 
Republican, New Hampshire; Senator Thomas E. Martin, Republi- 
can, Lowa. 

Also present: Walter L. Reynolds, chief clerk; Miles Scull, Jr., 
proferaenel staff member; Eli E. Nobleman, professional staff mem- 

er; Mrs. Kathryn M. Keeney, clerical assistant. 

Senator Kennepy. The subcommittee will come to order. 

This hearmg has been called upon Senate Resolution 291, which 
would disapprove Reorganization Plan No. 2 of 1956. 

Reorganization Plan No. 2 provides for separation of the Federal 
Savings and Loan Insurance Corporation from the Federal Home 
Loan Bank Board, of which it is now a part, and for the reestablish- 
ment of the Insurance Corporation as a separate, independent agency 
of the Federal Government, responsible directly to the President. 

The plan was submitted to the Congress by the President under 
authority of the Reorganization Act of 1949, as amended, on May 17, 
1956. It will become effective at 12:01 a. m., July 16, 1956, unless a 
resolution of disapproval is approved by an authorized majority, of 
either the House of Representatives or the Senate. A resolution of 
disapproval, House Resolution’ 541, was introduced in the House on 
June 14, 1956. 

Senate Resolution 291 was introduced in the Senate on June 18, 
1956, by Senator John J. Sparkman, of Alabama, chairman of the 
Subcommittee on Housing of the Senate Committee on Banking and 
Currency, for himself and for Senator J. W. Fulbright, of Arkansas, 
chairman. of the Committee on Banking and Currency; and Senator 
Homer E. Capehart of Indiana, ranking Republican member of the 
Committee on Banking and Currency. 

Senator Sparkman will be the first witness this morning. Senators 
Fulbright and Capehart cannot be present but have prepared state- 
ments on plan No. 2 for incorporation in the record, which I under- 
stand Senator Sparkman will present. 
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2 REORGANIZATION PLAN NO. 2 OF 1956 


Before you proceed, Senator Sparkman, I would like at this time to 
insert in the record a copy of Senate Resolution 291, a copy of Reor- 
ganization Plan No. 2 of 1956, together with the President’s message 
which accompanied it, and staff memorandum 84—2-11SR, which 
analyzes the issues involved. 

(The documents referred to follow:) 


8. Res. 291, 84th Cong., 2d sess.]} 


RESOLUTION 


Resolved, That the Senate does not favor the Reorganization Plan Numbered 2 
of 1956 transmitted to Congress by the President on May 17, 1956. 


[H. Doc. 406, 84th Cong., 2d sess.} 


MessaGE FrRoM THE PRESIDENT OF THE UNITED States, TRANSMITTING RE- 
ORGANIZATION PLAN No. 2 or 1956, PURSUANT TO THE REORGANIZATION AcT 
oF 1949, as AMENDED 


To the Congress of the United States: 

I transmit herewith Reorganization Plan No. 2 of 1956, prepared in accordance 
with the provisions of the Reorganization Act of 1949, as amended. The re- 
organization plan is designed to provide the Federal Savings and Loan Insurance 
Corporation with its own management, independent of the Federal Home Loan 
Bank Board. This organizational change accords with a recommendation of the 
second Commission on Organization of the Executive Branch of the Government. 

The management of the Federal Savings and Loan Insurance Corporation has 
been merged with and identical to that of the Federal Home Loan Bank System 
since the Corporation was established in 1934. It may well be that this identity 
of management was useful during the formative years of the Federal Home Loan 
Bank System and of the program of the Federal Savings and Loan Insurance 
Corporation. I am satisfied, however, that the time has come to separate the 
two agencies. Reorganization Plan No. 2 of 1956 establishes, separate from the 
Federal Home Loan Bank Board, a new board of trustees of the Federal Savings 
and Loan Insurance Corporation; vests the management of the Corporation in 
that board of trustees, and makes appropriate transfers of the functions of the 
Federal Home Loan Bank Board to the board of trustees and to the Corporation. 

The present responsibilities of the Federal Home Loan Bank Board are prin- 
cipally (1) supervision and regulation of the 11 home-loan banks established 
pursuant to the Federal Home Loan Bank Act of July 22, 1932, and of member 
institutions thereof, (2) chartering, supervision, and regulation of Federal savings 
and loan associations, under the Home Owners’ Loan Act of 1933, and (3), 
beginning in 1934, management of the Federal Savings and Loan Insurance 
Corporation, together with related supervision and regulation of insured 
institutions. 

The reorganization plan is directed at the third of the foregoing, which is 
essentially a responsibility for the insurance of individual accounts in institutions 
of the savings and loan type, including concomitant supervision and regulation 
of insured institutions. Thus, the Federal Home Loan Bank Board will retain 
both its original functions relating to home-loan banks and their member institu- 
tions, and its functions, under the Home Owners’ Loan Act, of chartering, super- 
vision, and regulation of Federal savings and loan associations. 

The financial soundness of the insurance program of the Federal Savings and 
Loan Insurance Corporation is of major and increasing interest to the Govern- 
ment. Under the law the Treasury may be called upon to purchase up to $750 
million in obligations of the Corporation. The volume of savings insured by the 
Corporation has increased nearly sixfold in the last 10 years and now stands at 
approximately $28 billion. 

In its audit reports submitted to the Congress from time to time the General 
Accounting Office has questioned the desirability of permitting an agency having 
the authority to promote and charter Federal savings and loan associations, 
which are required by law to be insured, also to administer the insurance under- 


REORGANIZATION PLAN NO. 2 OF 1956 3 


writing. The General Accounting Office has stated that experience has shown 
that the responsibility for those functions are inherently conflicting and has rec- 
ommended that the Congress consider separating the Federal Savings and Loan 
Insurance Corporation from the Home Loan Bank Board. The second Com- 
mission on Organization of the Executive Branch of the Government, in its report 
to the Congress on the subject of lending agencies, stated that there should be a 
clear separation of the management of the two agencies. 

I am persuaded that separation of the two programs will enhance the quality 
of the management of the Corporation. It will promote continuing publie con- 
fidence in the savings and loan insurance program, and will better safeguard the 
interests of the Corporation and of the Treasury in minimizing the danger of 
losses arising from the contingent insurance liability. 

The primary responsibility of the Federal Home Loan Bank Board will continue 
to be the encouragement of local thrift associations and the maintenance of a 
stable flow of funds for home financing by its member institutions. The re- 
organization plan will enhance the Board’s ability to perform these functions by 
relieving it of its present conflicting responsibility for administering Federal in- 
surance of savings and loan associations. 

Reorganization Plan No. 2 of 1956 provides that the Chairman of the Federal 
Home Loan Bank Board shall be one of the 3 members of the Board of Trustees of 
the Federal Savings and Loan Insurance Corporation. That arrangement is 
considered desirable to foster coordination of the policies of the Corporation and 
of the Federal Home Loan Bank Board. Moreover, the arrangement corresponds 
generally to the interrelationship of the Federal Deposit Insurance Corporation, 
which insures deposits of commercial banks, and the Comptroller of the Currency, 
who charters and supervises national banks and is a member of the Board of 
Directors of that Corporation, but does not otherwise control it. 

Relationships of the Federal Savings and Loan Advisory Council will be affected 
by the reorganization plan to the extent that the Council will confer with the 
Corporation, in lieu of the Federal Home Loan Bank Board, on special conditions 
affecting the Corporation, and also will direct to the Corporation those of the 
Council’s recommendations and requests for information which pertain to the 
Corporation. The plan does not otherwise affect the Council or the functions of 
the Federal Home Loan Bank Board with respect to the Council. 

After investigation I have found and hereby declare that each reorganization 
included in Reorganization Plan No. 2 of 1956 is necessary to accomplish one or 
more of the purposes set forth in section 2 (a) of the Reorganization Act of 1949, 
as amended. I have also found and hereby declare that it is necessary to include 
in the accompanying reorganization plan, by reason of reorganizations made 
thereby, provisions for the appointment and compensation of officers as therein 
provided. The rates of compensation so fixed are those which I have found to 
prevail in respect of comparable officers in the executive branch of the Government. 

I believe that the reorganizations made by the Reorganization Plan No. 2 of 
1956 will in the long run tend to reduce expenditures of the Government by reason 
of the more effective protection of the Government’s large financial interest in the 
affairs of the Federal Savings and Loan Insurance Corporation and of the insti- 
tutions insured by the Corporation. It is not practicable, however, to itemize at 
this time the reduction in expenditures which it is probable will be brought about 
by the taking effect of the reorganizations included in the reorganization plan. 
There will be a modest increase in the overall operating expenses of the Corporation 
and of the Federal Home Loan Bank Board, which are financed from the receipts 
of assessments, fees, premiums, and investment income of the Corporation and of 
the Board, and not from ordinary Government appropriations. 

The insured institutions, the holders of insured accounts, and the Federal 
Government all have a vital stake in the insurance program of the Federal Savings 
and Loan Insurance Corporation. Reorganization Plan No, 2 of 1956 will sub- 
stantially benefit all of them. I urge the Congress to allow the reorganization plan 
to become effective. 

Dwient D. E1sENHOWER. 

Tae Wnrrre House, May 17, 1956. 
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REORGANIZATION PLAN No. 2 or 1956 


Prepared by the President and transmitted to the Senate and the House of Representatives in Congress 
assembled, May 17, 1956, pursuant to the provisions of the Reorganization Act of 1949, approved June 
20, 1949, as amended 


FEDERAL SAVINGS AND LOAN INSURANCE CORPORATION 


Secrion 1. Board of trustees.—(a) There is hereby established the board of 
trustees of the Federal Savings and Loan Insurance Corporation (hereinafter 
referred to as the board of trustees), 

(b) The board of trustees shall be composed of three members as follows: (1) 
two members, each of whom shall be appointed by the President by and with 
the advice and consent of the Senate and receive compensation at the rate now 
or hereafter prescribed by law for the chairman of the Federal Home Loan Bank 
Board, and (2) the chairman of the Federal Home Loan Bank Board, ex officio. 
The President shall from time to time designate to be the chairman of the board 
of trustees one of the appointive members thereof. 

Sec. 2. Transfer of functions.—(a) There are hereby transferred to the board 
of trustees all functions of the Federal Home Loan Bank Board, including all 
functions of the chairman thereof, with respect to directing and operating the 
Federal Savings and Loan Insurance Corporation (hereinafter referred to as the 
Corporation) and with respect to the appointment and the fixing of compensation 
of officers, employees, attorneys, and agents of the Corporation. 

(b) Except as transferred by the provisions of section 2 (a) of this reorganiza- 
tion plan, and exclusive of the function of granting approval required under 
section 406 (a) of title IV of the National Housing Act, as amended (12 U. §. C. 
1729 (a)), which function of approval shall remain with the Federal Home Loan 
Bank Board, all functions of that Board provided for in the said title IV, including 
all functions of any member or agent of that Board so provided for, and all other 
functions vested in or performed by that Board by reason of its responsibility 
to or for the Corporation, are hereby transferred to the Corporation. 

Sxc. 3. Status of the Corporation; authority of the President.—(a) The Corpora- 
tion, including the board of trustees, shall hereafter be separate from and, except 
as provided in section 2 (b) of this reorganization plan in regard to approval 
required under section 406 (a) of title 1V of the National Housing Act, as amended, 
independent of the Federal Home Loan Bank Board; but nothing herein shall 
preclude the Corporation or the Federal Home Loan Bank Board, in respect of 
their respective functions after the provisions of this reorganization plan take 
effect, from utilizing the information, services, and facilities of the other under 
interagency arrangements authorized or permitted by law. 

(b) The Corporation, including the board of trustees and all matters under the 
jurisdiction of the board of trustees, shall be subject to the direction and control 
of the President of the United States. 

Sec. 4. Incidental transfers.—(a) All assets, liabilities, contracts, commitments, 
property, records, personnel, and unexpended balances of appropriations, alloca- 
tions, and other funds (including authorizations and allocations for administrative 
expenses), available or to be made available, of the Corporation shall remain with 
the Corporation. 

(b) So much of the assets, liabilities, contracts, commitments, property, records, 
personnel, and unexpended balances of appropriations, allocations, and other funds 
(including authorizations and allocations for administrative expenses), available 
or to be made available, of the Federal Home Loan Bank Board as the Director of 
the Bureau of the Budget shall determine to relate primarily to the Corporation 
or to its functions (including the functions vested in the Corporation by statute, 
the functions transferred to the Corporation by the provisions of this reorganiza- 
tion plan, and the functions transferred to the board of trustees by the provisions 
of this reorganization plan) shall be transferred from the Federal Home Loan 
a Board to the Corporation at such time or times as the said Director shall 

irect. 

(c) Such further measures and dispositions as the Director of the Bureau of the 
Budget shall determine to be necessary in order to effectuate the transfers provided 
for in this section shall be carried out in such manner as the Director shall direct 
and by such agencies as he shall designate. 

Suc. 5. Effective date—The provisions of sections 2, 3, and 4 of this reorganiza- 
tion plan shall take effect on the first day following the day on which the second 
of the two appointive members of the board of trustees first appointed under this 
reorganization plan enters upon office as such member. 
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Staff Memorandum No. 84~—2-115R. JUNE 18, 1956. 


Subject: Reorganization Plan No. 2 of 1956—To establish the Federal Savings and 
Loan Insurance Corporation as an independent agency of the Federal Government, 


PuRPOSE OF THE PLAN AND SUMMARY OF Masor PRovistons 


Reorganization Plan No. 2 of 1956 is designed to separate the Federal Savings 
and Loan Insurance Corporation from the Federal Home Loan Bank Board, of 
which it is now a part, and to establish the Corporation as a separate, indepen- 
dent agency of the Federal Government. It was submitted by the President on 
May 17, 1956, and, unless disapproved, will become effective at 12:01 a. m. on 
July 16, 1956. 

A resolution of disapproval was introduced in the Senate on June 18, 1956 
(S. Res. 291, 84th Cong.) by Senator Sparkman, for himself and Senators Ful- 
bright and Capehart. A resolution of disapproval was introduced in the House 
of Representatives on June 14, 1956 (H. Res. 541, 84th Cong.). 

Plan No. 2 would establish a three-member board of trustees of the Federal 
Savings and Loan Insurance Corporation, to which would be transferred all of 
the functions vested in the Federal Home Loan Bank Board and its chairman, 
with respect to directing and operating the Federai Savings and Loan Insurance 
Corporation, all of the Bank Board’s functions under title IV of the National 
Housing Act, as amended (these relate to insurance of savings and loan accounts), 
except the Bank Board’s function of approving the organization of new Federal 
savings and loan associations proposed by the Insurance Corporation to facili- 
tate the liquidation of insured institutions. The plan specifically provides that 
the Insurance Croporation and its board of trustees are to be separate and inde- 
pendent of the Bank Board, and that all matters under the jurisdiction of the 
board of trustees shall be subject to the direction and control of the President 
of the United States. 

The three-member board of trustees established by the plan would consist of 
the chairman of the: Federal Home Loan Bank Board, ex officio, and two addi- 
tional members appointed by the President, subject to Senate confirmation, who 
would receive annual compensation at the rate of $15,000. Provision is made 
for the retention by the Insurance Corporation of its present assets, liabilities, 
commitments, personnel, unexpended balances of appropriations, allocations and 
other funds available or to be made available, and for the transfer to the Cor- 
poration of that proportion of such items, available or to be made available to 
the Bank Board determined by the Director of the Bureau of the Budget to 
relate primarily to the Corporation or its functions. 


SECTION-BY-SECTION ANALYSIS 


Section 1 establishes a three-member board of trustees of the Federal Savings 
and Loan Insurance Corporation, composed of the chairman of the Federal 
Home Loan Bank Board, ex officio, and two additional members, appointed by 
the President, subject to Senate confirmation, who would receive the same annual 
compensation as that authorized for the chairman of the Bank Board ($15,000). 
The President would, from time to time, designate the chairman of the Corpora- 
tion’s board of trustees from among the appointive members. 

Section 2 transfers to the Corporation's board of trustees (a) all of the functions 
now vested in the Federal Home Loan Bank Board, including those of the chair- 
man thereof, with respect to directing and operating the Federal Savings and 
Loan Insurance Corporation, and the appointment and fixing of compensation of 
officers, employees, attorneys and agents of the Corporation; and (b) all other 
functions of the Bank Board, its members or agents, provided for in title IV of 
the National Housing Act, as amended (12 U. 8. C. 1724-30) (these relate to in- 
surance of savings and loan accounts). However, the Bank Board would retain 
its present function of approving the organization of new Federal savings and loan 
associations proposed by the Corporation to facilitate the liquidation of insured 
institutions, under section 406 (a) of the National Housing Act, as amended 
(12 U. 8. C. 1729 (a)). 

Section 3 provides that (a) the Corporation, including its board of trustees, 
shall be separate from and independent of the Federal Home Loan Bank Board, 
except for the approval functions of the Bank Board under section 406 (a) of the 
National Housing Act, as amended, referred to in the preceding section; but this 
separation and independence shall not preclude the Corporation or the Bank 
Board, after the effective date of this plan, from utilizing the information services 
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and facilities of the other under interagency agreements authorized or permitted 
by law; and (b) the Corporation, including its board of trustees, and all matters 
under the jurisdiction of the board of trustees, shall be subject to the direction 
and control of the President of the United States. 

Section 4 (a) authorizes the retention by the Corporation of all of its assets, 
liabilities, commitments, contracts, records, personnel, unexpended balances of 
appropriations, allocations and other funds now aavilable or to be made available ; 
and (6) provides for the transfer to the Corporation of that proportion of such 
items, available or to be made available to the Federal Home Loan Bank Board, 
which the Director of the Bureau of the Budget shall determine to relate primarily 
to the Corporation or its functions, including those functions vested in the Cor- 
poration by statute, those transferred to it by this reorganization plan, and those 
transferred to its board of trustees by this reorganization plan, such transfers 
to take place at such times as the Budget Director shall direct; and (c) authorizes 
such further measures and dispositions as the Director of the Bureau of the 
Budget shall determine to be necessary in order to effectuate the transfers provided 
for in this section, to be carried out as the Director shall direct and by such 
agencies as he shall designate. 

Section 5 provides that the provisions of sections 2, 3 and 4 of the plan shall 
become effective on the first day following the day on which the second of the 
two appointive members of the board of trustees first appointed under this plan 
assumes Office as such member. 


BACKGROUND AND EXISTING PROCEDURES 


Federal Home Loan Bank Board 


History.—The Federal Home Loan Bank Board was originally established in 
1932 by section 17 of the Federal Home Loan Bank Act (12 U. 8. C. 1437) to 
organize, establish and supervise district Federal home loan banks. It was 
subsequently given the responsibility for chartering Federal savings and loan 
associations (12 U. 8. C. 1464 (a)). As originally constituted, the Bank Board 
was composed of five members, appointed on a bipartisan basis by the President, 
subject to Senate confirmation. 

The Federal Savings and Loan Insurance Corporation was established by sec- 
tion 402 of the National Housing Act of 1934 (12 U. S. C. 1725) and given the 
function of insuring the accounts of investors in savings and loan associations. 
That act also constituted the Bank Board as the board of trustees of the Insurance 
Corporation. 

Following a series of reorganizations, Reorganization Plan No. 3 of 1947 created 
the Housing and Home Finance Agency, designed to group in one agency all of 
the housing functions of the Federal Government. Among other things, Plan 
No. 3 abolished the Federal Home Loan Bank Board and the board of trustees 
of the Federal Savings and Loan Insurance Corporation, and established a new 
Home Loan Bank Board as one of the constituent agencies of the Housing and 
Home Finance Agency, composed of 3 members, appointed for a 4-year term 
on a bipartisan basis by the President, subject to Senate confirmation. The 
a transferred to this new Bank Board all of the functions of the old Federal 
lome Loan Bank Board and the board of trustees of the Federal Savings and 
Loan Insurance Corporation. 

Between 1947 and 1955, the Bank Board remained under the general supervi- 
sion and coordination of the Administrator of the Housing and Home Finance 
Agency, pursuant to the provisions of Reorganization Plan No. 3 of 1947. In 
August 1955, following the adoption of the Housing Amendments of 1955 (12 
U. 5. C. 1437), the Bank Board was made an independent agency and renamed 
the Federal Home Loan Bank Board. 

Functions and procedures.—The Federal Home Loan Bank Board’s major func- 
tions include (1) supervision of 11 Federal Home Loan Banks, established under 
the authority of the Federal Home Loan Bank Act (12 U.S. C. 1487); (2) charter- 
ing, supervision and examination of Federal savings and loan associations as 
authorized by the Home Owners’ Loan Act of 1933 (12 U. 8. C. 1464); and (3) 
direction and regulation of the Federal Savings and Loan Insurance Corporation. 

Federal Home Loan Bank Board activities are financed by charges to savings 
and loan associations for services of its examining division and by assessments 
against institutions for which supervisory and other services are rendered. No 
appropriations from the general funds of the United States have been necessary, 
except in the early years for expenses incident to organizing the Federal home 
loan banks and promoting the organization of Federal savings and loan associa- 
tions. However, the expenses of the Bank Board are limited by annual congres- 
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sional authorizations, despite the fact that it receives no appropriated funds. 
For fiscal year 1954, the Congress established a limitation of $775,000 on the 
amount that the Bank Board was permitted to spend for administrative expenses, 
and a limitation of $2,085,000 on the amount it was permitted to spend in the 
examination of Federal-and-State-chartered institutions (67 Stat. 314). Other 
nonadministrative expenses were not subject to limitations. (Comptroller 
General’s Report on Audit of Home Loan Bank Board for fiscal year 1954, H. 
Doc. No. 321, 84th Cong., pp. 4-5). 


Federal Savings and Loan Insurance Corporation 


History, functions and procedures.—The Federal Savings and Loan Insurance 
Corporation is a wholly owned Government corporation, established in 1934 by 
section 402 (a) of the National Housing Act (12 U. 8. C. 1725 (a)). Its basic 
function is to insure the accounts of investors in the Federal savings and loan 
associations and in those State-chartered savings and loan, building and loan 
and homestead associations and cooperative banks which apply for insurance 
and meet the requirements of the Insurance Corporation. All savings and loan 
associations chartered by the Federal Government through the Home Loan Bank 
Board must be insured by the Insurance Corporation; all qualified State-chartvred 
savings and loan and similar institutions may become insured by the Corporation 
upon their request and approval by the Federal Home Loan Bank Board. The 
insurable limit of each account (formerly $5,000) is now $10,000, and the insurance 
of investors’ accounts by the Corporation is similar in character to the insurance 
of deposits in commercial and mutual savings banks by the Federal Deposit 
Insurance Corporation. 

The Insurance Corporation operates under the supervision and direction of 
the Federal Home Loan Bank Board which provides certain administrative 
services, and supervises and makes examinations of insured institutions. The 
Corporation operates under a general manager who is appointed by and reports 
to the Bank Board. 

The normal activities of the Insurance Corporation consist principally of 
underwriting insurance, billing and collecting premiums and investing surplus 
funds. In addition, the Corporation has certain statutory remedial powers 
relative to the liquidation of insured institutions. Thus, the law requires that the 
Corporation be appointed as conservator or receiver for all Federal savings and 
loan associations in default, and it may be so appointed for all other insured 
institutions. In functioning as receiver or conservator, the Corporation may (1) 
take over the assets of and operate the institution; (2) take action necessary to 
put it in a sound and solvent condition; (3) merge it with another insured institu- 
tion; (4) organize a new savings and loan association to take over its assets; or 
(5) liquidate its assets. It is also authorized to take steps to prevent default of 
an insured institution or to restore an insured institution in default to normal 
operation by purchasing the assets of the institution or by making loans or con- 
tributions to the institution. Contributions, however, may not exceed the esti- 
mated loss which would result to the Corporation from the liquidation of the 
insured institution. 

As of March 31, 1956, there were 3,581 insured savings and loan associations, 
with total assets of approximately $35,400 million. Of these, 1,703 were insured 
Federal savings and loan associations, involving total assets of $20,700 million, 
and 1,878 were State-chartered associations, involving total assets of $14,700 
million. It is estimated that the total insured share liability of the Insurance 
Corporation amounts to $29,408 million. 

The Insurance Corporation was financed originally by a capital stock invest- 
ment from the Government of $100 million, held first by the Home Owners Loan 
Corporation, and subsequently by the Secretary of the Treasury. The Corporation 
is required by law to retire annually at par a portion of the stock equal to one-half 
of its net income for the fiscal year. As of March 31, 1956, $46,150,000 of thn 
total amount had been retired, and it is expected that an additional $12 to $13 
million will-be retired by June 30, 1956, leaving a balance of approximately 
$41 million which is expected to be retired in 3 years. The Corporation is required 
to pay, in lieu of dividends, a return on the average amount of its outstanding 
capital stock each fiscal year at a rate determined by the Secretary of the Treasury. 
Between 1934 and 1956, the Corporation has paid a total of approximately 
$41 million to the Treasury as a return on its investment. Finally, the Corpora- 
tion is authorized to borrow from the United States Treasury an amount which 
may not exceed $750 million outstanding at any one time, and may not. borrow 
from any other source. This borrowing power has never been used. 
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The principal sources of revenue of the Corporation are insurance premiums 
and fees paid by member institutions, interest on investments and other miscella- 
neous income. Expenses and losses of the Corporation are charged against pre- 
miums earned, and net earnings are added to the insurance fund reserve, estab- 
lished for the protection of investors in insured institutions. Between June 30, 
1934 and March 31, 1956, the Corporation had a total income of $246,396,000; 
total expenses of $9,800,000; and total losses amounting to $5,200,000. After 
deducting expenses and losses, the balance has been used to pay a return to the 
Treasury for the capital stock investment and to bolster the loss reserves. Total 
earnings of the Corporation during the past 22 years have been estimated at 
$230 million, of which $41 million has been paid to the Treasury in lieu of divi- 
dends; the balance of earnings, amounting to $190 million has been transferred 
to the Corporation’s loss reserves. 


REASONS FOR SUBMISSION OF PLAN No. 2 


The President’s Message 

In his message transmitting Plan No. 2, the President states that (1) the plan is 
designed to provide the Insurance Corporation with its own management, independ- 
ent of the Federal Home Loan Bank Board, which accords with a recommendation 
of the second Commission on Organization of the Executive Branch of the Govern- 
ment; (2) although the identity of management of the Insurance Corporation and 
the Bank Board was useful during the formative years of the Federal Home Loan 
Bank System and of the program of the Insurance Corporation, the time has come 
to separate the two agencies; (3) the financial soundness of the insurance program 
of the Insurance Corporation is of major and increasing interest to the Govern- 
ment in view of the fact that under the law the Treasury may be called upon to 
purchase up to $750 million in obligations of the Corporation and the volume 
of savings insured by the Corporation has increased nearly sixfold in the last 10 
years and now stands at approximately $28 billion; (4) the General Accounting 
Office has questioned the desirability of permitting an agency having the authority 
to promote and charter Federal savings and loan associations, required by law 
to be insured, to administer the insurance underwriting as well, and has recom- 
mended that the Congress consider separating the Insurance Corporation from 
the Bank Board; (5) the second Commission on Organization of the Executive 
Branch, in its report to the Congress on lending agencies, has stated that there 
should be a clear separation of the management of the two agencies; (6) the 
separation of the two programs will enhance the quality of the management. of 
the Corporation, and will promote continuing public confidence in the savings 
and loan insurance program, and will better safeguard the interests of the Corpo- 
ration and of the Treasury in minimizing the danger of losses arising from the 
contingent insurance liability; (7) the plan will enhance the Bank Board’s ability 
to carry on its primary responsibility of encouraging local thrift associations and 
maintaining a stable flow of funds for home financing by its member institutions, 
by relieving the Bank Board of its present conflicting responsibility for admin- 
istering Federal insurance of savings and loan associations. 

The President stated further that the arrangement whereby the Chairman of 
the Bank Board would serve as one of the three members of the proposed board 
of trustees of the Insurance Corporation is desirable to foster coordination of the 
policies of the Corporation and the Bank Board, and corresponds generally to the 
interrelationship of the Federal Deposit Insurance Corporation (which insures 
deposits of commercial banks), and the Comptroller of the Currency, who charters 
and supervises national banks and is a member ex officio, of the board of directors 
of the Deposit Insurance Corporation, but does not otherwise control it. 

Finally, the President states that although the plan will result in a modest 
increase in the overall operating expenses of the Corporation and the Bank 
Board, neither of which are financed from ordinary Government appropriations, 
he believes that in the long run, it will tend to reduce expenditures of the Govern- 
ment by reason of the more effective protection of the Government’s large finan- 
cial interest in the affairs of the Insurance Corporation and of the institutions 
insured by the Corporation. 


Recommendations of the General Accounting Office 


From time to time, in its audit reports on the Federal Savings and Loan Insur- 
ace Corporation and the Federal Home Loan Bank system, the General Account- 
ing Office has expressed concern over the relationship between these two agencies. 
The first recommendation with respect to this subject is found in the General 
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Accounting Office’s audit report on the Insurance Corporation for fiscal years 
1945 and 1946, as follows (H. Doe. No, 660, 80th Cong., p. 4): 

“We believe there is a serious question as to the desirability of permitting 
one agency to exercise the function of supervision of insurance underwriting, as 
well as the functions of promoting and chartering Federal savings and loan 
associations. Past experience in this respect * * * indicates that the respon- 
sibilities for these functions are inherently conflicting. Therefore, it is recom- 
mended that the Congress consider complete or partial separation of the Federal 
Savings and Loan Insurance Corporation from the Home Loan Bank Board * * *, 
It may be observed that such a separation of functions exists in the commercial 
banking field. Federal Deposit Insurance Corporation is independent of the 
Federal and State bank supervisory authorities, but coordination is an objective 
of the requirement that the Comptroller of the Currency be one of the members 
of the Board of Directors of the Federal Deposit Insurance Corporation.” 

In continuing its recommendation, the General Accounting Office suggested 
the establishment of a board of trustees or directors for the Insurance Corporation. 
With respect to their qualifications, the audit report stated: 

‘‘k * * The qualifications for Board membership should be expressly stated 
in the Corporation’s charter. Demonstrated ability, attachment to the public 
interest, impartiality, and diversified experience among the members are of 
paramount importance in the selection of directors. Political affiliation or 
activity should not be a consideration.” 

This recommendation was repeated in a number of subsequent audit reports. 


Recommendations of the Second Commission on Organization of the Executive Branch 
of the Government (Hoover Commission) 

As previously noted, in his transmittal message, the President made two 
references to the recommendations of the second Hoover Commission. The 
first of these was to the effect that the objective of Plan No. 2, in providing the 
Insurance Corporation with its own management, independent of the Bank 
Board, was in accord with the Commission’s recommendations; the second was a 
statement to the effect that the Commission, in its report on lending agencies, 
stated that there should be a clear separation of the management of the Bank 
Board and the Insurance Corporation. 

A careful examination of the report and recommendations of the second Hoover 
Commission reveals that in its report on lending agencies, the Commission made 
the following statement and recommendations: 


“Tnasmuch as the Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation are closely affiliated and since the Bank Board establishes 
policy which is implemented by the Savings and Loan Insurance Corporation, 
there should be a clear separation of the management of the two agencies. 


“‘Recommendation No. 4 


“That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Savings and Loan Insurance Corporation at the same time.” 


An examination of Plan No. 2, however, reveals that it specifically provides that 
the Chairman of the Bank Board would be, ex officio, one of the three members 
of the board of trustees of the Insurance Corporation, established by the plan. 
Accordingly, although the objectives of Plan No. 2 appear to be in accord with the 
comments of the Hoover Commission, since the plan purports to establish the 
Insurance Corporation with its own management, independent of the Bank 
Board, the provisions of the plan with respect to the composition of the board of 
trustees of the Insurance Corporation, appear to be directly contrary to Recom- 
mendation No. 4 of the Commission. 

It should be noted, in this connection, that in the General Accounting Office’s 
audit report, referred to above, it was recommended that the proposed board of 
trustees of the Insurance Corporation should include a representative of the Bank 
Board. However, it was also recommended that the board of trustees be com- 

osed of from 7 to 9 members, rather than the 3 members provided for in Plan 

0. 2. 

It should also be noted that the President’s message states as a justification 
for the inclusion of the Chairman of the Bank Board on the board of trustees of 
the Insurance Corporation, the desirability of fostering coordination of the policies 
of the Corporation and the Bank Board, and the fact that the Comptroller of the 
Currency, who charters and supervises national banks, is a member ex officio of 
the Federal Deposit Insurance Corporation, as pointed out earlier. 
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Finally, an examination of the report and recommendations of the task force 
on lending agencies, of the second Hoover Commission, reveals the following 
recommendations: 

“The Home Loan Bank Board is not a lending agency. It is primarily a regu- 
latory body concerned with a specialized segment of the private banking and 
credit field and as such it has no common bond with Government-sponsored 
welfare or home-mortgage insurance activities. It supervises a system of privately 
owned Federal home loan banks, and their member institutions which are local 
thrift and home-financing institutions of the savings and loan type. Also, it 
supervises the Federal Savings and Loan Insurance Corporation. This appears 
to be a natural grouping of functions which require no change.” 


OPPOSITION TO PLAN No. 2 


The Committee is in receipt of numerous communications expressing opposition 
to Plan No. 2, received directly or from offices of members of the Senate. For 
the most part, this opposition has come from the United States Savings and Loan 
League, an organization composed of some 4,300 savings and loan associations, 
cooperative banks, homestead associations and building and loan associations; 
from State savings and loan associations; and from individual savings and loan 
associations. 

The principal points of opposition to Plan No. 2 are as follows: 

(1) It is directly contrary to the specific recommendations of the first Hoover 
Commission, since it would increase the number of independent agencies now 
reporting to the President by creating a new independent agency, directly under 
the President, with a board of trustees charged with the performance of various 
functions now carried on by an existing agency; this would result in 2 agencies 
performing the work now being done by a single agency; (2) it will result in dupli- 
eation in administrative overhead, administrative services and legal services, 
since the new agency would be required to maintain separate facilities and serv- 
ices, whereas these matters are now handled for both agencies by the Bank Board; 
it would also result in duplication in reports required to be filed by these agencies 
as well as by individual associations, and would require such associations to deal 
with 2 agencies instead of 1; (3) as acknowledged by the President in his message 
of transmittal, it will result in increased costs, resulting from the establishment 
of a group of high-salaried officials and staffs to perform administrative services, 
which would add to the operating costs of the Insurance Corporation; although 
all of these costs are borne by the individual institutions covered by the Insurance 
Corporation, they were not consulted in connection with the submission of plan 
No. 2; (4) the plan would be directly contrary to the recommendations of the 
second Hoover Commission and its Task Force on Lending Agencies, since it 
provides that the Chairman of the Bank Board would serve as a member of the 
new Board of Trustees of the Insurance Corporation, and it disturbs the existing 
organizational arrangement which the task force found to be satisfactory; (5) it 
is directly contrary to the position taken by the executive branch and by the 
President 1 year ago when the Housing Amendments of 1955 established the Fed- 
eral Home Loan Bank Board as an independent agency, and separated the Bank 
Board and the Insurance Corporation from the Housing and Home Finance Agency, 
At that time, in signing the bill, the President stated: ‘I also have serious objec- 
tions to the provisions of the bill which would create still another independent 
agency in the executive branch by detaching the Home Loan Bank Board, includ- 
ing the Federal Savings and Loan Insurance Corporation, from the Housing and 
Home Finance Agency,’’; (6) although the Bank Board is required by law to be 
bipartisan in composition and its members are appointed for 4-year terms, there 
is no requirement in plan No. 2 for either bipartisan appointment of members 
of the new Board of Trustees or for any fixed term of years. Thus, members 
would serve at the President’s pleasure, and they might all be from the same 
political party. The United States Savings and Loan League states that failure 
to provide for a definite term of office is either illegal or contrary to congressional 
intent, since section 4 of the Reorganization Act of 1949, as amended, provides 
that in any reorganization plan submitted by the President, ‘“‘the term of office 
shall not be fixed at a rate in excess of 4 years’’; and (7) the present organization 
has worked smoothly for more than 20 years and there has been no showing that 
any change is necessary or desirable. 
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SUMMARY AND CONCLUSIONS 


The principal objective of plan No. 2 of 1956 is to separate the Federal Savings 
and Loan Insurance Corporation from the Federal Home Loan Bank Board, of 
which it is now a part, and to establish the Insurance Corporation as an independ- 
ent agency of the Government with its own management, subject only to the 
direction of the President. The basic principle in support of the plan is that an 
inherent conflict of interest exists in permitting the Bank Board, which promotes, 
charters, and supervises the organization and operation of Federal savings and 
loan associations, to administer the insurance underwriting as well. 

Although there appears to be merit to this contention, attention is called to the 
fact that, with minor exceptions, virtually all of the savings and loan institutions 
and associations have expressed opposition to the plan, based on the fact that 
administrative overhead and duplications would probably increase the operating 
costs of the Insurance Corporation, all of which are borne by the savings and loan 
institutions; that, despite this fact, they were not consulted; that the plan fails 
to provide for a fixed term of office for the Insurance Corporation’s Board of 
Trustees or for bipartisanship in their composition; that it is contrary to the 
specific reeommendations of the second Hoover Commission; and that the present 
organization has been operating smoothly, effectively, and efficiently for more 
than 20 years, and no valid reason has been shown to justify the proposed 
reorganization. 

In view of the resolution of disapproval now pending in the Senate and the 
opposing views with respect to the need for and desirability of plan No. 2, hearings 
on Senate Resolution 291 have been scheduled tentatively for June 27, 1956. 

Et E. NoBLEMAN, 
Professional Staff Member. 

Senator Kennepy. Senator Sparkman, it is indeed a pleasure to 

have you with us today. 


STATEMENT OF HON. JOHN J. SPARKMAN, A UNITED STATES 
SENATOR FROM THE STATE OF ALABAMA 


Senator SpARKMAN, Thank you, Mr. Chairman. I appreciate this 
opportunity of appearing before your committee today to support 
Senate Resolution 291, introduced on June 18, 1956, by Senator 
Fulbright and Senator Capehart and myself. 

Mr. Chaieman, I may say that I do have a copy of the statement of 
Senator Fulbright, relating to this reorganization plan, and in support 
of the resolution, and also, as suggested by the chairman, the state- 
ment of Senator Capehart, who is the ranking Republican member on 
the Senate Banking and Currency Committee, likewise in support of 
this resolution. 

Senator Kennepy. Without objection, they will be incorporated in 
the record at the end of your statement. 

Senator SpARKMAN. I am authorized, Mr. Chairman, to say that I 
speak in my own statement in behalf of both Senator Fulbright and 
Senator Capehart. They both have asked that I say that they sub- 
scribe to the statement that I shall make and, therefore, the statement 
is really in behalf of all three of us and is supplemented by the state- 
ments of the chairman of our full committee, Senator Fulbright, and 
the ranking Republican member of the committee, Senator Capehart. 

I appreciate this opportunity of appearing before your committee 
today in support of Senate Resolution 291, introduced on June 18, 
1956, and appearing on page 9390 of the Congressional Record. 

This resolution urges that the Senate reject Reorganization Plan No. 
2 of 1956, submitted by the President to the Congress on May 17, 1956. 
Thus, we advocate Senate disapproval of a plan which would separate 
the Federal Savings and Loan Insurance Corporation from the Federal 
Home Loan Bank Board, of which it is now a part, and establish that 
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Corporation as a separate independent agency of the United States 
Government. Unless this plan is disapproved, it will take effect on 
July 16, 1956. 

On June 18, in a statement on the Senate floor—page 9392 of the 
Congressional | Record—I summarized my basic objections to this 
proposed plan. 

The proposed plan would change a method of operation in this 
field which has been in existence for 22 years, and would effect this 
major change in operating procedure without careful study and 
without a thorough airing of conflicting views on the matter. 

2. In the past, no experts in this field have ever suggested to the 
Banking and Currency Committee, which has jurisdiction over 
legislation in this matter, that such a basic change was necessary. 

3. Savings and loan institutions would be supervised by two agen- 
cies, with all the concomitant overlapping, duplicating, and con- 
flicting directions which such dual control entails. These associations 
have strongly opposed the plan. They bear the costs of the agencies 
involved, and cer tainly should be given a voice in this proposed change. 

4. Contrary to effecting economies of administration, this proposed 
plan would increase the number of agencies involved from 1 to 2, 
and would thereby increase operating costs. 

While the President’s message states that his reorganization plan 
“will in the long run tend to reduce expenditures of the Government,”’ 
unless Government planners have discovered a miracle whereby 2 
agencies can live more cheaply than 1 all logic and past experience 
dictate just the opposite result. Obviously, operating costs will be 
greater if this reorganization plan goes into effect. 

(5) The proposed Board of Trustees to govern an independent 
Federal Savings and Loan Insurance Corporation will not be bi- 
partisan, as itis now. That agency can best operate when free from 
partisan taint. 

(6) Finally, the proposed plan is contrary to the recommendations 
of the Hoover Commission Task Force on Lending Agencies. This 
task-force report stated, and I quote from page 38: 

The Home Loan Bank Board is not a lending agency. It is primarily a regula- 
tory body, concerned with a specialized segment of the private banking and credit 
field and as such it has no common bond with the Government-sponsored welfare 
or home-mortgage-insurance activities. It supervises a system of privately 
owned Federal home loan banks, and their member institutions which are local 
thrift and home-financing institutions of the savings-and-loan type. Also, it 


supervises the Federal Savings and Loan Insurance Corporation. his appears 
to be a natural grouping of functions which requires no change. 


Further, on page 40: 


Except for the general recommendation on management presented earlier in 
this report, the task force has no recommendation to offer with respect to the 
organization and operation of this mutual-insurance trust, i. e., Federal Savings 
and Loan Insurance Corporation. 

The final report of the Hoover Commission recommended, and I 
shall quote: 

That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same time. 

Thus the President departs from the only concrete recommendation 
that the Hoover Commission’s final report made by praviding | in the 
reorganization plan that a member of the Board be an ex-officio 
member of the Board of Trustees of the Corporation. 
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Why does a change so basic and far reaching come after 22 years of 
successful operation under the present arrangement? Just a year ago, 
the President, himself, expressed strong disapproval of any plan which 
would create another independent agency in the executive branch in 
the field in which we are now concerned. When the question involved 
the establishment of the Federal Home Loan Bank Board as an inde- 
pendent agency and separation of this Board and the Insurance 
Corporation from the Housing and Home Finance Agency, the 
President stated, and I quote his words: 

I have serious objections to the provisions of the bill which would create stil! 
another independent agency in the executive branch by detaching the Home Loan 
Bank Board, including the Federal Savings and Loan Insurance Corporation, 
from the Housing and Home Finance Agency. 

Now, however, the President has completely reversed himself, and 
has recommended still another independent agency by detaching the 
Insurance Corporation from the Federal Home Loan Bank Board. 

The President’s message criticized the existing system as containing 
an inherent conflict in the functions of the Home Loan Bank Board 
and the Savings and Loan Insurance Corporation. But he made no 
attempt to spell out the precise nature of this conflict. 

My own analysis reveals no such inherent conflict. The Bank 
Board’s major functions include: (1) Supervision of 11 Federal home 
loan banks established under the authority of the Home Loan Bank 
Act; (2) chartering, supervision, and examination of Federal Savings 
and Loan Associations authorized under the Home Owners’ Loan 
Act of 1933; and (3) direction and regulation of the Federal Savings 
and Loan Insurance Corporation. 

The basic function of the Insurance Corporation is to insure the 
accounts ef investors in Federal savings and loan associations and 
State-chartered savings and loan, building and loan, and homestead 
associations, and cooperative banks whieh apply for insurance and 
meet the requirements of the Insurance Corporation. 

All savings and loan associations chartered by the Federal Govern- 
ments through the Home Loan Bank Board must be insured by the 
Insurance Corporation; all qualified State-chartered savings and loan 
and similar institutions may become insured by the Corporation upon 
their request and approval by the Federal Home Loan Bank Board. 
The insurable limit of each account is now $10,000. 

There is a basic connection between the functions of the two 
organizations. The soundness of the insuranee risks undertaken by 
the Corporation depends—certamly initially—upon the effective 
functioning of the Home Loan Bank Board. 

The proposed reorganization plan would not encourage a careful 
scrutiny by the Board of applications for savings and loan charters. 
For the proposed plan earl remove from the Board the responsi- 
bility for losses which might result from faulty insurance under- 
writing, while leaving with it the authority to promote and charter 
associations. Under the present system, the same Board which has 
authority to charter associations must also bear responsibility for 
losses or failures of these associations if these eventualities occur, 
Thus, the reorganization plan removes a safeguard of responsible 
and efficient administration. 

The proposed division into 2 independent organizations makes 
about as much sense as a division of an insurance company into 2 
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separate corporations—1 concerned with selecting persons or property 
for insurance, and the other concerned with the actual issuance of 
insurance and the payment of claims. 

This has not been the business practice in the insurance field. 
Nor has it been Government practice in the savings and loan field 
for the last 22 years. 

I am not concerned with the motives of the executive branch in 
suggesting this change. The suggestion is unsound. 

My own views are precisely in accord with those of the adminis- 
tration itself, as expressed only last year by Mr. Walter W. McAllister, 
Chairman of the Home Loan Bank Board, who said, and I quote: 
We are not in agreement that a separate Board should be established to ad- 
minister the affairs of the Federal Savings and Loan Insurance Corporation. 
That is quoted from a letter of September 1, 1955, from Mr. McAllister 
to Senator Fulbright. 

Also last year, Mr. Albert M. Cole, Administrator of the Housing 
and Home Finance Agency, generally regarded as the chief adminis- 
tration spokesman on housing matters, told the House Committee 
on Government Operations, and I quote: 

I do not agree that the Home Loan Bank Board should be separate and distinct 
from a board or other managerial body administering the affairs of the Federal 
Savings and Loan Insurance Corporation. Both the Home Loan Bank. Board 
and the Federal Savings and Loan Insurance Corporation are concerned with the 
operations of savings and loan associations, and the existence of two boards 
could result in conflicts of policy and confusion in the industry. Furthermore, 
such organization would be much less economical than the present one wherein 
the Home Loan Bank Board and Insurance Corporation have common adminis- 
trative services utilize the services of one examining division, and accumulate 


jointly knowledge and information about the industry as a whole and about the 
operation of specific savings and loan associations. 


That is taken from the House Committee on Government Opera- 
tions, Hearing on Lending Agencies Report, page 393. 

Moreover, private groups which must live with this setup are very 
much opposed to it. 

The plan carries potential for considerable conflict between two 
Federal agencies with closely intertwined regulatory functions in the 
same basic economic area. 

The plan entails confusion, duplication, potential waste and un- 
doubted increase in cost of administration. 

I therefore urge that the plan be disapproved. 

Mr. Chairman, I want to qualify one statement that I made in the 
very early part of my statement. I said no experts in this field have 
ever suggested to the Banking and Currency Committee that such a 
basic change was necessary. I want to qualify that by saying that 
the General Accounting Office did make the suggestion in certain 
House documents, not to the Senate Banking and Currency Com- 
mittee. The statement I made is technically correct, but it has been 
made to the House Committee, in certain documents from the General 
Accounting Office. 

Senator Kennepy. The Banking and Currency Committee, which 
has jurisdiction over this matter, has not held hearings upon it or 
considered it? 

Senator SparKMAN. Not specifically on this, although it has been 
touched upon, naturally, as other legislation has come up and the 
parts that I read from there last fall, had to do with more or less an 
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interim study of lending agencies, and the comment from the chairman 
of the Home Loan Bank Board, Mr. McAllister, and also the comment 
of Albert M. Cole, the head of the Housing and Home Finance 
Agency, both speaking for the administration, disapproved specifically 
any proposal to separate the Board into two bodies. We were not at 
that time considering legislation dealing with the subject matter of 
Reorganization Plan No. 2. If it was mentioned it was mentioned 
only incidentally. 

Senator Kennepy. I notice that it is the opinion of the General 
Accounting Office as well as the Committee on Banking and Currency 
of the House of Representatives which incorporated a provision in 
H. R. 11742, the housing bill, to prevent plan No. 2 from going into 
effect, that this matter, which affects important segments of the 
economy, should be considered in the normal legislative pattern, 
rather than through a reorganization plan. 

Senator SpAaRKMAN. Mr. Chairman, I am glad that you brought 
out that point. I certainly feel, and I think it is rather significant, 
that this resolution, seeking disapproval, was sponsored—introduced— 
first, by me, as chairman of the Housing Subcommittee, the subcom- 
mittee which has practically all of the legislative responsibility, 
initially dealing with this agency; joined in by the chairman of the 
full Banking and Currency Committee, which has jurisdiction over 
this field, generally, and also by the former chairman of that com- 
mittee, the ranking Republican Member, Senator Capehart. 

We all feel very definitely and very strongly that this is a matter 
of such a serious consequence, that it should receive the most careful 
study before any such change as this is made. 

I will say to you that I was rather shocked when the proposal came 
in. I had no idea that such proposal was being contemplated. I 
certainly think that is true with reference to both Senator Fulbright 
and Senator Capehart, also. We feel very strongly that our com- 
mittee should be given an opportunity to go into all of the many 
facets and the implications of such a change as this. 

I may call your attention to the fact that, just last year, we dealt 
with one proposal affecting the Home Loan Bank Board. Several 
years ago, it was made a somewhat tenuous part—or there was a 
connection which was rather tenuous—between it and the Housing 
and Home Finance Agency. We decided in the Banking and Cur- 
rency Committee of the Senate last year, that that tenuous connection 
should be broken, so that it might functioa purely as an independent 
agency, as was intended by Congress when it was originally set up. 
We went into that most thoroughly. We had hearings; we discussed 
the pros and cons; we heard those who objected to such a change, as 
well as those who were in favor of such a change. That particular 
peepenyt had nothing like the potential consequences that this would 

ave. rt 

I mention that just as an illustration of the study we gave to the 
kind of a problem, that certainly was not as important, with the 
potential consequences as this proposed change. 

Senator Kmnnepy. Senator Capehart, in his statement, used the 
word ‘‘drastic’’, in describing what this change would be. Therefore, 
it seemed to me appropriate for the Banking and Currency Committee 
to consider the matter as well as the Subcommittee on Reorganization 
and I was wondering whether if the subcommittee did not approve 
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the plan, we could anticipate that next year, the Banking and Cur- 
rency Committee, if there were any impetus on the part “of the ad- 
ministration, might give this matter some consideration and make a 
decision? 

Senator SpARKMAN. Yes, and certainly, it seems to me that the 
administration could very well oubtnit a recommendation, a legis- 
lative recommendation, relating to this; and of course, we would give 
it study. I will go further than ths at, Mr. Chairman, and say that I 
should be very glad on my own responsibility, to ask the staff of our 
subcommittee to study this during the adjournment of Congress. 

Mr. Jack Carter is with me here, the staff director of the Housing 
Subcommittee, and Mr. James B. Cash, one of our able staff members 
from the full Banking and Currency Committee is with me. The 
staff of the full committee and the staff of the Housing Subcommittee 
all work together quite well on these problems, and while we do have 
some tasks already set up, I see no reason why we should not ask 
them to go in and gather all of the information that we can possibly 
get from the administration; from representatives out in the field 
who have given thought to this thing. This is a problem that I think 
we could very well seek the advice of some of the best known insurance 
executives throughout the country. As I poimted out in my state- 
ment, it seems to me what they are seeking to do is to divide a field 
—divide an agency—into 2; 1 of which will select the insurance risks 
and the other of which must write insurance on those risks, possibly 
without adequate information. 

Now, I believe in the message of the President submitting this 
reorganization plan, he made reference to a parallel situation in the 
Federal Deposit Insurance Corporation. I want to say there, that 
the Comptroller of Currency, when 1t comes to national banks, has 
the right to say whether or not a bank shall be chartered, but the 
Federal Deposit Insurance Corporation has the right to say whether 
or not it will insure the deposits in that bank. A bank ean go on 
and accept a charter if it wants to, but just as a practical matter, 
they don’t do so. There the right to say who shall be insured is 

vested in the insuring agency. 

If I understand correctly the proposed operation of this reorganiza- 
tion plan, such would not be true. An association which is chartered 
must be insured by the insurance corporation without it being given 
any right to pass upon the soundness of the risk. Just offhand, I will 
say this, Mr. Chairman; and I think that I am simply confirming what 
you have suggested, that this plan has not been sufficiently thought 
through to justify our endorsement. 

Senator Kennepy. The subcommittee is anxious to give ful] con- 
sideration to all the Hoover Commission recommendations: The 
General Accounting Office, while suggesting that perhaps this re- 
organization should be considered in the normal legislative way, does 
indicate the merits of the plan. If the subcommittee should not 
approve the plan, I am sure we would feel greatly reassured if we 
knew the Banking and Currency Committee, which does have direct 
responsibility, is going to make a staff study, as you suggested, and 
come to some decision next year. 

Senator SparkMAN. Mr. Chairman, I would like to say this to you. 
Of course, I recognize the responsibility of this subcommittee and the 
full committee with reference to the various reorganization plans 
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and I think most of us are rather sympathetic with what the Hoover 
Commission tried to do. As a matter of fact, I can say that I have 
a very strong record of support of the Hoover recommendations, par- 
ticularly the old Hoover Commission. Most of those were enacted; 
a great many of these have not been. We in the Congress have not 
received all these proposals yet, but I have supported the overwhelm- 
ing majority of the recommendations that have come out. 

On this particular plan I want to make the point that it is not a 
Hoover Commission recommendation. It is contrary to the recom- 
mendation of the task force, and is not in line with the recommenda- 
tion of the Hoover Commission. However, separate and apart from 
that, even if the Hoover Commission had made the recommendation, 
I would still say it has not received the careful and thorough going 
over that this kind of proposal ought to have. 

Senator Kennepy. Yes. I would agree also with the basic point 
that one of the fundamental concerns of the Hoover Commission was 
against establishing an additional independent agency unless the need 
was overwhelming, so we should be, concerned about doing that re- 
gardless of the other arguments. 

Senator Corron. Senator, I join with the chairman in expressing 
our appreciation in having you here today. 

You have indicated, you, the chairman of the subcommittee, and 
the distinguished chairman of the Bankiag and Currency Committee 
and the ranking minority member all joi in this resolution of this 

roup. 

* You have also indicated in your statement that the staff of the 
Banking and Currency Committee have helped in the preparation 
of these resolutions. 

Would you be able to say, or would you feel at liberty to tell us, 
whether the other members of the Banking and Currency Committee 
have indicated their feeling about this matter? 

Senator Sparkman. No, Senator Cotton, I cannot. I have not— 
I do not recall that I have discussed it with a single member of the 
committee other than the chairman and the ranking minority member, 
It has not received consideration of the full committee. 

Senator Corron. Thank you. 

Has it received the consideration of your own subcommittee? 

Senator SparxMaNn. Mr. Cash of our staff reminds me of something 
that I kaew. The chairman, Mr. Kennedy, wrote a letter to Senator 
Fulbright regarding this, inviting comment. Senator Fulbright 
thereupon sent a copy of that letter to every member of the committee 
and suggested that the individual members might want to write letters 
to Senator Kennedy. I do not know how many responded to that. 

Senator Kennepy. | am informed we received letters from Senators 
Fulbright, Capehart, Morse, Lehman, and Beall, opposing it. 

Senator SparkMAN. I would say this. I want to make it clear that 
it is based merely on opinion. I have not talked with them. I be- 
lieve the Senate Banking and Currency Committee would be unani- 
mous in feeling this matter should receive more careful consideration 
than it has yet received. 

Senator Corron. Has this been the subject of discussion, either 
formally or informally, in your own subcommittee? ; 

Senator Sparkman. No. No. Of course, there, as to the full com- 
mittee, I have not talked to one of them except Senator Capehart and 
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Senator Fulbright, who are members of the subcommittee, but I 
talked to nobody else. 

Senator Kennepy. Thank you very much. 

Senator SparKMAN. Thank you, Mr. Chairman and gentlemen of 


the committee. . 
(The prepared statements of Senators Fulbright and Capehart are 


as follows:) 


Srarement or Hon. J. W. Funsricut, a Unrrep States Senator From THE 
STaTeE oF ARKANSAS 


Mr. Chairman, and members of the subcommittee, I appreciate this oppor- 
tunity to express my views on Reorganization Plan No. 2 of 1956. As 1 stated 
in my letter of June 8, 1956, to the chairman, I recommend that this plan be 
disapproved by the Senate. Subsequent to that letter, I have joined Senators 
Sparkman and Capehart in a resolution to disapprove this plan. 

I have studied the message from the President transmitting Reorganization 
Plan No. 2 of 1956. I find in this message only two reasons advanced in justifica- 
tion for the plan. The reasons given by the President are as follows: 

(1) it is stated that the “‘authority to promote and charter Federal savings 
and loan associations” is “inherently conflicting’ with the authority ‘‘to 
administer the insurance underwriting” of deposits in savings and loan 
associations, and 

(2) it is stated that the plan “will enhance the quality of the manage- 
ment”’ of the Federal Savings and Loan Insurance Corporation. 

Mr. Chairman, these reasons are rather boldly stated in the message, but 
neither reason is supported by even the briefest exposition to demonstrate their 
validity. My own feeling is that the reasons are not valid—are, in fact, insup- 
portable—and that this plan is the product of some overzealous officials who are 
anxious to give the appearance of responding to a suggestion by the second 
Hoover Commission. 

In the first place, I am not aware that the Federal Home Loan Bank Board 
‘promotes” Federal savings and loan associations in any noticeable degree. 
On the contrary, in recent years it has been my observation that the Board 
functions more as a brake upon, rather than an accelerator to, the establishment 
of new associations. 

Furthermore, even if one accepts the premise of “inherently conflicting’ 
functions—whatever that phrase may mean—the President’s message is strangely 
incongruous on this reason for separation. The “promotional” aspects of the 
Board’s activities, if there be any such aspects—and I hope these hearings will 
develop this point, would undoubtedly have been at their peak during the early 
years of the agency. And yet the President’s message states that: “It may well 
be that this identity of management was useful during the formative years of 
the Federal Home Loan Bank System and of the program of the Federal Savings 
and Loan Insurance Corporation.”” Mr. Chairman, it seems to me that an 
‘inherent conflict” should have been more pronounced in the ‘formative years’, 
if in fact such a conflict existed then or now. And I am encouraged in my con- 
clusion by the fact that, although the General Accounting Office recommended 
study of this question some years ago, it has not made such a recommendation 
since 1949—7 years ago. The “inherent conflict” is apparently quite dormant. 
Perhaps one reason for this is that I am told that no funds have been expended 
to promote new associations since about 1935. 

In the second place, I am at a loss to understand the President’s statement on 
enhancing the “quality of management.’”’ The Federal Home Loan Bank System 
and the Insurance Corporation are operated by a three-man Board of Presidential 
appointees. The present members were all appointed by President Eisenhower 
and were all confirmed by the Senate. This is the first indication I have had that 
the President was dissatisfied with the “quality of management” being provided 
by this three Board members. On the contrary, the President has recently 
complimented the current Chairman upon the occasion of accepting his resignation 
to be effective at a future date. 

Mr. Chairman, this plan (1) would create an additional Federal agency resulting 
in an additional supervisory burden on the President, (2) would increase the 
operating expenses of the Federal Government, and (3) would probably cause 
duplication and overlapping activities between two separate agencies of the 
Government having supervisory relationships with member associations of the 
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Federal Home Loan Bank System and the Federal Savings and Loan Insurance 
Corporation. I can find no valid argument in favor of the plan, and it is not even 
in accord with the recommendation of the second Hoover Commission which is 
advanced as one basis for proposing the plan. In addition, the plan appears 
to have been hastily drawn and superficially considered by the executive branch. 

I urge your subcommittee and the Committee on Government Operations to 
express its disapproval of this plan. 


STaTEMENT OF Hon. Homer E. Capenart, A Unirep States Senator 
From THE STATE OF INDIANA 


Mr. Chairman, as the ranking minority member of the Senate Banking and 
Currency Committee, I joined with the chairman of the committee, Senator 
Fulbright, and with the chairman of the Housing Subcommittee, Senator Sparkman, 
in cosponsoring Senate Resolution 291. 

This resolution expresses disapproval of Reorganization Plan No. 2 of 1956 
which was submitted to the Senate on May 17, 1956. 

The Senate Banking and Currency Committee has jurisdiction over legislation 
affecting the Federal Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation. The functions of the Federal Savings and Loan Insur- 
ance Corporation presently are administered by the Federal Home Loan Bank 
Board. Reorganization Plan No. 2 of 1956 proposes to set up a separate agency 
to manage the Federal Savings and Loan Insurance Corporation and to remove it 
completely from the jurisdiction of the Federal Home Loan Bank Board. 

I am sure your committee recognizes the drastic nature of this proposal and its 
effects upon the savings and loan business which the Federal Home Loan Bank 
Board now supervises. During the time I have served on the Senate Banking 
and Currency Committee, both as a member and as chairman, I do not recall a 
single recommendation from those engaged in the savings and loan business nor 
from the Federal Home Loan Bank Board for such a basic change as that con- 
templated under Reorganization Plan No. 2. 

Since the plan was submitted, I have received numerous letters and telegrams 
in protest. So far as I can learn, neither the Congress nor the industry was con- 
sulted prior to its submission. 

For more than 22 years the Federal Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation have functioned successfully. I do not 
believe that such a fundamental organizational change should be permitted to go 
into effect in the manner proposed. It would seem to me most essential for the 
Congress to obtain the considered views of the affected agencies as well as those 
of the savings and loan industry. 

I believe that this can best be done by means of regularly scheduled hearings 
before congressional committees. Proposals as controversial as this plan should 
be thoroughly examined, studied, and analyzed. 

I do not think that we should prematurely alter the present structural setup 
of a $40 billion financial business unless there is positive assurance that the 
changes are needed or will be beneficial. 

It is my considered opinion that the Federal Home Loan Board has done a good 
job. The cost of its operation is paid in its entirety with fund provided by member 
institutions. The agency is functioning smoothly and, in my judgment, it would 
be a serious mistake to divide authority and responsibility by establishing 2 
agencies when 1 can do and is doing the job. 

I oppose the plan because of the reasons I have advanced and request this 
committee to report favorably Senate Resolution 291. 


Senator Kennepy. There will be incorporated in the record at this 
time the statement of Senator Allott, in behalf of Senate Resolution 
291. The attached letters will be incorporated in the committee files. 

(The statement of Senator Allott is as follows:) 


STaTeEMENT OF Hon. Gorpon A.Luort, A Unirep Srares Senator FRoM THE 
Strate oF COLORADO 


Mr. Chairman, I appear here today in behalf of Senate Resolution 291, not 
because I am totally opposed to what Reorganization Plan No. 2 would do, 
but because I believe it would be prudent to give the matter further study, 
I say this for two reasons: 
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1. From personal experience—I have been a director for some 23 years of a 
small savings and loan association and know something of the problems that they 
face in today’s economy. 

2. Because of the overwhelming consistency of the views of my constituents, 
who do not oppose it entirely, but believe that more study of the entire situation 
is in order. 

Before submitting several letters, Mr. Chairman, I would like to tell your sub- 
committee that it is my opinion that your staff did an exceptional job in preparing 
staff memorandum No. 84—2-11SR on the purpose of the plan and summary of 
its major provisions. It is most helpful. 

Mr. Chairman, I submit either for the record or the committee files the following 
letters: 

1. Letter from the executive committee of the Savings & Loan League of 
Colorado. 

2. From Mr. A. J. Bromfield, president of the Industrial Federal Savings & 
Loan Association, of Denver. 

3. From Arthur W. Hiner, president of Capitol Federal Savings & Loan Associ- 
ation, of Denver. 

4. From H. H. MecMullin, secretary-treasurer of the Mutual Savings & Loan 
Association, of Grand Junction, Colo. 


Senator Kennepy. Our next witness will be Mr. Owen A. Kane, 
of the General Accounting Office. 


STATEMENT OF OWEN A. KANE, LEGISLATIVE ATTORNEY, OFFICE 
OF THE COMPTROLLER GENERAL 


Mr. Kang. Good morning, Mr. Chairman. 

Senator Kmennepy. Would you care to read the entire statement 
or make comments? 

Mr. Kane. There is only a page and a half. 

The Comptroller General, Mr. Joseph Campbell, is very pleased 


to have this opportunity for us to express our views on this plan. 

The plan would establish, separate from the Federal Home Loan 
Bank Board, a new board of trustees of the Federal Savings and Loan 
Insurance Corporation; vests the management of the Corporation in 
the board of trustees; and transfer the insurance functions of the 
Federal Home Loan Bank Board to the board of trustees and to the 
Corporation. 

The board of trustees would be composed of two members ap- 
pointed by the President, with the advice and consent of the Senate, 
and the Chairman of the Federal Home Loan Bank Board, ex officio, 
as the third member. The chairman of the board of trustees would 
be appointed by the President from 1 of the 2 appointive members. 

Under the plan, the Federal Home Loan Bank Board would con- 
tinue supervision and regulation of the 11 Federal home loan banks, 
and the chartering, supervision, and regulation of Federal savings 
and loan associations. The management and functions of the 
Federal Savings and Loan Insurance Corporation would be exercised 
by the new board of trustees of the corporation. 

In the President’s message to the Congress on the purpose and 
desirability of the reorganization plan, reference is made to the rec- 
ommendation in the General Aecounting Office audit reports that the 
Congress consider complete or partial separation of the agencies. 

I would like to mention at this point, that the General Accounting 
Office did not participate nor was it consulted in the preparation of 
the reorganization plan. I would like to submit for the record a com- 
pilation of all the references in our audit report to those reeommenda- 
tions which were referred to in the President’s message. Our reports 
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were submitted to the Congress, both to the House and the Senate, 
and we also send copies to the appropriate legislative committees. 
(The information referred to follows:) 


General Accounting Office audit reports containing recommendation concerning 
separation of the Federal Savings and Loan Insurance Corporation from the 
Federal Home Loan Bank Board 


Fiscal Year Report on audit of age Documents 


1945-46___..___.| Federal Savings and Loan Insurance Corporation H. >. No. 660, 80th Cong. 
| Federal H ome Loan Bank Administration and the | H. >. No. 706, 80th Cong. 
Federal home loan banks. | 
Wet ..4.36.a6 Federal Savings and Loan Insurance Corporation H,. », No. 158, 81st Cong. 
SRLS om nee Federal f ome Loan Bank Administration and the 7} H. 2. No. 209, 8ist Cong. 
| Federal home loan banks, 
1948_..........| Federal Savings and Loan Insurance Corporation __| H, >. No. 251, 8ist Cong. 
| Federal home loan banks and Home Loan B: ank | d H. », No. 343, 8ist Cong. 
| Board. 
.| Federal Savings and Loan Insurance Corporation _ . H, . No, 467, 81st Cong. 
j 


In the 1949 report on audit of Federal home loan banks and the Home Loan 
Bank Board (H. Doc. 578, 81st Cong.), the recommendation was not specifieally 
made. In lieu thereof (p. 34) was a paragraph dealing with the reorganization 
of the Home Loan Bank Board. This paragraph dealt with the overall plan for 
centralization of Government housing functions into a Housing and Home 
Finance Corporation, which the General Accounting Office prepared at the request 
of the Government Operations Subcommittee of the House Committee on Expend- 
itures in the Executive Departments. The plan provided that HLBB would 
become an operating division of the proposed new corporation to supervise the 
functions of the Federal home loan banks. The functions of HLBB with respect 
to FSLIC were to be relocated. 

In the 1950 report on audit of the financial statements and accounts of the 
Home Loan Bank Board and the organizations under its supervision (H. Doc. 
169, 82d Cong.), no recommendation was included concerning the separation of 
these functions. The report stated (p. 7) that in view of the recency of congres- 
sional consideration given to the organic laws, no new recommendations to the 
Congress were being made. No reference was made to the old recommendation 
concerning separation of FSLIC from HLBB. 

The recommendation has not been included in subsequent audit reports. 
Beginning with the 1953 report, however, the reports have contained an observa- 
tion concerning the desirability of separating certain supervisory activities of the 
home loan bank presidents. These activities include both normal bank-lending 
activities and supervisory functions over insured institutions. See page 5 of the 
1953 report on audit of the financial statements and accounts of the Home Loan 
Bank Board and the organizations under its supervision (H. Doc. 371, 83d Cong.). 
Also, see page 3 of the 1954 report on audit of Federal home loan banks (H. Doc. 
277, 84th Cong.). 


Mr. Kane. In our reports on the audit of the Federal Home Loan 
Bank Administration, the Federal home loan banks and the Federal 
Savings and Loan Insurance Corporation for the fiscal years ended 
June 30, 1945, and June 30, 1946, we stated that there was a serious 
question as to the desirability of permitting one agency to exercise 
the function of promoting and chartering Federal savings and loan 
associations as well as the supervision of insurance underwriting. 
We recommended that the Congress consider complete or partial 
separation of the Corporation from the Board, which would necessi- 
tate the creation of a board of trustees or directors for the Corpora- 
tion. We made certain suggestions concerning the composition, 
tenure, and qualification of the board membership. The recommen- 
dation was repeated in substance in subsequent audit reports for the 
fiscal years 1947, 1948, and 1949. 


79672—56———-4 
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We believe that the separation of the responsibilities for chartering 
and supervising Federal savings and loan associations and for insur- 
ance underwriting is highly desirable. The exercise of the two 
responsibilities is inherently conflicting. However, there are several 
reasons and considerations which, in our opinion, are not adequately 
covered by Reorganization Plan No. 2. 

First, the plan does not provide a definite tenure of office for the 
appointive members to the board of trustees. In contrast, the term 
of office of the members of the Federal Home Loan Bank Board is 
4 years, as provided by Reorganization Plan No. 3 of 1947. 

Second, no provision is made as to the qualifications of the appoin- 
tive members of the board of trustees. 

Third, although the Chairman of the Federal Home Loan Bank 
Board would be an ex officio member of the board of trustees, there 
would be no provision for representation on the board by other Govern- 
ment agencies having responsibilities and functions in the Government 
housing programs. The matter of board representation by other 
Government agencies is an important element in achieving well- 
balanced and coordinated Federal housing and finance programs, 
particularly since enactment of the Housing Amendments of 1955, 
which removed the Federal Home Loan Bank Board, including 
the Federal Savings and Loan Insurance Corporation, from the 
jurisdiction of the Housing and Home Finance Agency and made it 
an independent agency. 

Also, we have noted that the House Committee on Banking and 
Currency, in reporting the Housing Act of 1956, House Resolution 
11742, has included a provision preventing Reorganization Plan No. 2 
from going into effect, or nullifying the plan if it has become effective 
by the time the Housing Act is enacted. The committee explained 
in its report (House Rept. No. 2363) that any basic change in the 
organizational structure of the agencies involved should only come 
about after adequate consultation with the Congress, the Board, and 
the industry, and stated that it had serious question as to the basic 
merits of the plan and its possible effect on the savings and loan 
associations of the country. 

House Resolution 11742 directs the Federal Home Loan Bank 
Board to study methods of achieving improvements in the operation 
of the Federal Home Loan Bank System and to report its findings 
and recommendations to the House and Senate Committees on Bank- 
ing and Currency by January 31, 1957. 

As reported at pages 9392-93 of the Congressional Record of June 
18, 1956, a somewhat similar position was taken in the Senate by. the 
sponsors of Senate Resolution 291, which disapproves Reorganization 
Plan No. 2. 

We conclude, therefore, that interests of the Congress will be better 
served if the proposed separation of the agencies is considered under 
the normal legislative process rather than by the reorganization 
plan method. 

It is our recommendation that Reorganization Plan No. 2 be 
cneponayet 

Mr. Chairman, we believe the reason stated by the House Banking 
and Currency Committee in its report, as to the need for further study 
of this very important and serious change at this time, is most. per- 
suasive. The housing program, Mr. Chairman, in the Government 
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today, is complex; it is growing; and the recommendation that we 
made in early years were made in the light of conditions at that time. 
The Board and the corporation were then under the jurisdiction of 
the House and Home Finance Agency, and we specifically recom- 
mended that, in order to have the proper coordination of the overall 
housing program financing operations, there should ‘be a representa- 
tive of the Housing and Home Finance Agency on the proposed Board. 
We feel very strongly that the overall housing program needs a 
complete and careful study. 

The chairman of the Housing Subcommittee of the Senate Banking 
and Currency Committee has cooperated with the General Account- 
ing Office in many of the recommendations we have submitted to 
Congress and the General Accounting Office appreciates the courtesy 
and the attention given to our recommendation by adopting many 
of them in housing legislation. 

Senator Kmnnepy. Senator Sparkman suggested that it would be 
possible for the staff of the Banking and Currency Committee to study 
the operation of the Federal home loan bank, with the view of im- 
proving its operations, during the forthcoming recess. So we could 
expect, even if that plan is not approved, that there will be a surve 
of this whole problem as a result of the plan being proposed, whi 
may bring beneficial improvements in the operation next year. 

Senator Worrorp. I would like to ask a question. In other words, 
as I understand your statement, Mr. Kane, you think the agencies 
should be separated? 

Mr. Kane. We think it may be desirable to separate the top 
policy authority with respect to the sponsoring and chartering of the 
Federal savings and loan associations from the policy function of 
determining whether such association should be insured. 

Senator Worrorp. And you have not, as I understand it, consulted 
at all with reference to the reorganization plan? 

Mr. Kane. Not as to the details. We received one call from the 
Bureau of the Budget asking what our position was. 

Senator Worrorp. Did you state your position to them? 

Mr. Kane. We stated our position to them, that we still felt that 
there should be a separation but we reserved in that conversation 
that we would want to study the entire plan. 

Senator Worrorp. I am not talking about your conversation that 
you say you had with them. I assume there was something in 
writing? 

Mr. Kane. It was an informal conversation—telephone conver- 
sation. 

Senator Worrorp. You had nothing in writing with reference to it? 

Mr. Kane. No, sir. We have an office memo. I did not bring 
it with me. 

Senator Worrorp. Mr. Kane, could you give us or do you know 
of any reason why separation of the Home Loan Bank Board and the 
Federal Savings ane Insurance Corporation would give the public 
greater confidence in the agencies when both are Federal Government 
agencies that is one agency now? The President’s message proposing 
the reorganization plan suggested that it “would promote continuing 

ublic confidence” in the insurance agency. Do you know of any 
ack of confidence in the insurance agency now? 
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Mr. Kanz. No. I would not be in a position to comment on that, 

Senator Worrorp. You could not answer that question? 

Mr. Kans. No, I could not. The basis of our original recommen- 
dation was in the first audit report, that in reviewing some of the 
cases where the Corporation had to make contributions to help asso- 
ciations in trouble, it appeared that a few had been chartered and 
insured in the early days of the Corporation, in which there was-some 
question as to the financial stability of the organizations. At that 
time, our auditors—naturally, from a conservative standpoint of any 
auditor—felt the two should be separated. 

Senator Worrorp. Do you know of any lack of public confidence 
in the insurance agency at all? Have you ever heard of any? I am 
talking about the public now. I am not talking about the particular 
department. 

Mr. Kans. No. 

Senator Worrorp. Since the Home Loan Bank Board is primarily 
a regulatory agency, is there any valid reason why the imsurance 
operation should not be under the same agency when neither expect 
to make a profit, and therefore, there is no conflict of interests as there 
would be if they were not Government agencies? 

Mr. Kanu. Of course, the question of profit does not come into 
our viewpoint. 

Senator Worrorp. I am assuming that it does not come in. 

Mr. Kane. Ours, of course, is from the viewpoint of an exercise of 
governmental power. In this case, we have a Board which is exercis- 
ing, in our minds, a possible conflicting authority. 

Senator Worrorp. You say a possible conflicting authority? 

Mr. Kane. That is right. 

Senator Worrorp. What do you mean by that ‘“‘possible’’? 

Mr. Kane. We have, as I mentioned, commented in our first audit 
reports, that in reviewing some of the cases in which the Corporation 
was called upon to contribute to some of the associations which were 
not in sound financial condition, our review indicated that in a few 
cases there was a question as to their financial stability when they 
became insured, Now while we have no manifestations at this time 
of that situation or that there is any actual case of conflict-—of exercis- 
ing this power—it is merely a precautionary matter as no one knows 
what, will happen in the future. 

Senator Worrorp. You do not say that in your written statement, 
though. You say in your written statement, the exercise of the two 
responsibilities is inherently conflicting. 

Mr. Kane. Inherently, yes. 

Senator Worrdrp. What do you mean by the word “inherently’’? 

Mr. Kane. Because the situation may arise again, in which we 
may have cases exactly the same as in the previous years, which 
would make it inherent. 

Senator Worrorp. Just one more question, Mr. Chairman. Would 
any economy of operation be effected by the separation of the two 
agencies, so far as the Government is concerned. 

Mr. Kane. From an administrative standpoint? 

Senator Worrorp. From any standpoint. 

Mr. Kane. I think it has been pretty well conceded that there will 
be additional cost in administrative expenses. 

The increase of course, could be small or large, depending on how 
the separation is actually put into effect; whether they retain a single 
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examination division. I can visualize that the change could keep 
administrative expense increases down to a few thousand dollars. 

Senator Worrorp. Could you visualize where it would increase 
it an enormous amount, too? 

Mr. Kane. Not an enormous amount. 

Senator Worrorp. What do you mean, not an enormous amount? 
Maybe your amount is different than mine. You are speaking of 
billions. I am from South Carolina. 

Mr. Kane. We have not considered what the increase would be 
on a dollar basis. 

Senator Worrorp. That would not make any difference to you? 

Mr. Kane. Not entirely, sir. 

Senator Corron. Do I have a correct understanding, that were 
this reorganization plan to go into effect, one Board would charter 
these institutions and the other Board would insure them? Is that 
right? 

Mr. Kane. That is correct. 

Senator Corron. Now, if this went into effect, and one Board 
chartered the institutions and the other Board felt they were improperiy 
chartered, and were not sound, were not safe, would the second Board 
have the veto power of refusing to insure them? Could they revoke 
their charter? 

Mr. Kane. No, the Corporation which would have the authority 
to not insure, would not have authority to take the charter away. 
It would have authority within 2 years to cancel the insurance. 

Senator Corron. Then what happens under this proposed plan, 
if X institution is approved, and it is issued a charter by the one Board, 
and the other Board decides it is not a safe venture, not a sound 
institution, and decides to refuse or cancel its insurance. Where 
are we then? 

Mr. Kane. Mr. Chairman, I have with me Mr. William Martin, 
of our audit staff. 1 think he can answer the question presented. 

Mr. Martin. It is my understanding that the Federal Home Loan 
Bank Board would not charter an association until the association 
qualified for insurance and therefore, if the Insurance Corporation, 
as a separate agency refused insurance, I believe the Federal Home 
Loan Bank Board would also refuse to charter the association. They 
would be prevented from chartering the association. 

Mr. Corron. Which do you mean? Do you believe they would not 
or is it your understanding they could not? There is a difference. 
I understood Senator Sparkman—I may have misunderstood him— 
by I understood him to say that if the Board chartered the institution, 
the other Board would have to automatically insure them. There 
would be no discretion of the Board. There would be no veto power. 
Now, I would like to get it clear in my mind whether legally, under 
this reorganization plan, there is a veto power of the insuring body or 
whether they automatically must insure. 

Mr. Martin. I believe that there would be a veto power, that the 
Insurance Corporation would not be required by law to issue insurance, 
just because the Federal Home Loan Bank Board chose to charter a 
Federal association. 

Senator Corron. Carrying this to the next step, then, if they refuse. 
to issue the insurance, would the law clearly provide that the institu- 
tion chartered could not do business? 

Mr. Kane. I think I can answer that. It could do business. 
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Senator Corton. It could do business? 

Mr. Kane. That is my understanding. Frankly, I have not 

Senator Corron. Have you not a possible conflict? You are 
talking about a conflict of interests under the prior system. Have 
you not an inherent conflict of interest under - proposed system? 

f two Boards cannot disagree, there is no sense in having two Boards. 
If they do disagree, there is a chance to have a situation where one 
Board charters a saving loan institution and the other Board—I am 
referring to them loosely as Boards—the other Board refuses them, 
and there you are. They can technically, as far as the law is con- 
cerned, continue to operate uninsured. Isn’t there a law that they 
must be insured? 

Mr. Kane. The law contemplates that an association which is 
chartered by the Home Loan Bank Board shall be insured by the 
corporation. It does not say when. It provides that the association 
shall file an application immediately with the corporation and request 
insurance. There is nothing specific in the act as to the time of in- 
surance, but from a practical standpoint, it has been considered 
simultaneous. This is one of the problems which the plan does not 
solve and another reason only legislative consideration is desirable. 

Senator Corron. How long would you say they could continue to 
operate without insurance? 

Mr. Kane. That is a question on which, as far as I know, we 
have no precedents. 

Senator Corron. Under the present system, with the same Board 
operating, obviously, they don’t charter an institution unless they 
are satisfied it is entitled to charter and qualified to be insured? 

Mr. Kane. Yes. That is the present situation. A charter is, in 
effect, automatic insurance. 

Senator Corron. Under the proposed plan, if a charter was granted 
and the second Board declined to insure, then it is possible for at least 
a certain time, unspecified, for the institution to continue to operate 
uninsured? 

Mr. Kane. I want to reserve a little bit about that operation. 
I am not sure. I have not checked on that point. I suspect that if 
the corporation refused to issue the insurance, that automatically, 
the Board itself would reexamine the charter, to see whether or not it 
should be continued or whether the Association should be required to 
change its management or its practices, in order to retain the charter. 

Senator Corron. You would expect that—of course, we all probably 
would—but is it required? Is there anything in the law that requires 
it? 

Mr. Kane. I cannot answer that with any authority because I have 
not checked that point. 

Senator Corron. Thank you. 

Senator Kennepy. Thank you very much. 

The next witness will be Mr. McAllister, Chairman of the Federal 
Home Loan Bank Board. 


STATEMENT OF W. W. McALLISTER, CHAIRMAN, FEDERAL HOME 
LOAN BANK BOARD 


Senator Kennepy. Mr. McAllister, we are inserting in the record, 
if it is agreeable to you, your letter of June 25, 1956, to me, with regard 
to this legislation. 
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Mr. McAuuister. Yes, sir. 
(The letter above mentioned is as follows:) 


FEDERAL Home Loan Bank Boarp, 
Washington, D. C., June 25, 1956. 
Hon. Joun F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
United States Senate, Washington 25, D. C. 


My Dear Senator: 8. Res. 291 would disapprove Reorganization Plan No. 2 
of 1956 transmitted by the President to Congress on May 17, 1956. The re- 
organization plan would separate the Federal Savings and Loan Insurance 
Corporation from the Federal Home Loan Bank Board under a three-man Board 
of ‘Trustees subject to the direction and control of the President. Two new 
members would be appointed by the President, by and with the advice and 
consent of the Senate, and the Chairman of the Federal Home Loan Bank Board 
would sit ex officio on the Board as the third member. 

The Federal Home Loan Bank System was established under the Federal 
Home Loan Bank Act of 1932 as a system of reserve credit for member savings 
and loan associations. 

The Federal Savings and Loan Insurance Corporation was established under 
title IV of the National Housing Act of 1934 to insure the funds, up to $10,000, 
of savers of member institutions. 

The Federal Home Loan Bank Board, consisting of three members appointed 
by the President, has administered these programs, and charters and supervises 
Federal savings and loan associations under the Home Owners’ Loan Act of 1933. 

We of the Board are proud of the contribution these agencies have made under 
this administration to the savings and loan associations of America and through 
them to the Nation’s savers and homeowners. Savings and loan associations are 
now the largest single source of housing credit, making approximately 37 percent 
of all home loans—over $11 billion in 1955 alone. 

Sinee 1953, savings of thrifty citizens held by savings and loan associations have 
nearly doubled, increasing from $23 billion to $40 billion. No saver has ever lost 
a cent in an insured savings account and the Federal Savings and Loan Insurance 
Corporation itself has absorbed no loss in 11 years. Under the present adminis- 
tration the savings and loan business has become most stable and sound and 
supervision has never been better. 

In the statement accompanying the submission of Reorganization Plan No. 2, 
the President stated the following major changes and benefits of the plan: 

(1) It provides a separation of the insuring or underwriting function from 
the promotional and chartering function; 

(2) It is expected to reduce expenditures of the Government in the long 
run by reason of the more effective protection of Government financial interest 
in the affairs of the Federal Savings and Loan Insurance Corporation, al- 
though there will be a modest increase in the operating expenses of the 
agencies. 

I believe that the above reasons, plus the full statement of the President in 
transmitting Reorganization Plan No. 2, indicates the justifications of the 
Administration in presenting the reorganization plan. 

The Board has received informal advice from the Bureau of the Budget that 
there is no objection to the submission of this letter. 

Sincerely, 

Waxtter W. McA.uister, Chairman. 


Mr. McAuursrer. Mr. Chairman and members of the committee, 
I have no prepared statement. I would like to start by giving you 
just a little bit of information with regard to the savings and loan 

usiness as a whole, and the operations of the Board as related to 
that business. 

First, we are a three-man bi-partisan board, appointed by the 
President. One of our responsibilities is to manage and supervise 
the Home Loan Bank System, which consists of 11 banks, having a 
combined capital of about $600 million. 

Originally, when the bank system was organized in 1932, the 
Government put up a capital of about $125 million. The Govern- 
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ment’s capital, with interest, for the use of the money, has been repaid. 
The bank system provides credit for its members. At the present 
time, it has outstanding about $1,100 million in loans to its members 
these funds are provided—from the use of the capital of the system 
and also through the sale of notes. Currently, the system has sold 
in the open market, some $900 million of notes. It also has deposits 
from its own members of about $750 millions. There are altogether, 
4,350 members in the bank system. They consist, in round numbers, 
of 1,700 federal associations; some 760 State chartered associations 
that are not insured and about 1,875 State chartered associations 
that are insured. 

In addition to that, there are 26 mutual savings banks members. 

Another responsibility is the chartering of federal savings and loan 
associations. The Board charters these institutions. There are at 
present, some 1700 such institutions. The Board, likewise, has the 
responsibility of supervising the Federal associations. 

A third responsibility of the Board is the management of the 
Federal Savings and Loan Insurance Corporation. This was provided 
for by Congress in 1934, with a capital of $100 million. In 1951, the 
Congress passed a law providing for the retirement of the Govern- 
ment’s capital. It is being retired now, out of half of the net earnings 
of the corporation. At present, some $46 million have been repaid, 
leaving a balance of $54 million. On the first of July of this year, an 
additional payment of about $12 million will be made and in the 
course of normal operations, in about 4 years’ time, the Government’s 
capital will be retired in full. 

I might say that the Secretary of the Treasury determines yearly 
the interest rate that the insurance corporation is to pay for the use 
of the Government’s capital. 

Our fourth function is the examining division. This consists of 
about 450 men who are expert in the examination of savings and loan 
organizations. We examine the 1,700 Federal associations and the 
1,800 or 1,900 State-chartered associations that are insured. The 
State-chartered insured associations are generally examined jointly 
with the State supervisory authority, whatever it may be, the banking 
department or otherwise. 

In 1955, savings and loan associations were responsible for the accu- 
mulation of about $5 billion in savings on the part of the American 
people. I might point out that is the largest single segment of savings 
accumulated in 1955 in any of the financial segments of our economy 
that are interested in the savings business. Last year, the savings 
and loan associations made $114 billions of loans, making more than 
1 million loans to homeowners. That $11% billion was obtained: by 
first, the $5 billions of savings, and secondly. $6 billion of repayments 
of mortgages already in their portfolios and the use of credit from the 
bank system to the tune of about half a billion dollars. 

From the figures that are available so far this year, I would say 
that our savings trend will hold up with that of last year and loan 
repayments will be a little bit heavier than they were, so that the 
savings and loan business can be expected to take care of approxi- 
mately the same amount of mortgages this year as it did last year. 

Mr. Chairman, you have included in your record the statement of 
my letter and in if I quoted the President’s reason for the submission 
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of the reorganization plan. I will be glad to try to answer any ques- 
tions that any member of the committee may wish to ask. 

Senator Kennep.. Mr. McAllister, before you became Chairman 
of the Board, were you active in the savings and loan bank business 
yourself? 

Mr. McAuuister. Yes, sir. I organized the San Antonio Savings 
and Loan Association in 1921 and have been active in the business 
since that time. I was president, retiring in 1953, when I came here 
to beeome Chairman of the Board. 

Senator KENNEDY. Based on your own experience as a banker and 
as Chairman for the last 3 years, do you feel this plan should be put 
into effect at this time? 

Mr. McAuutster. I do not think that the plan is well thought out 
and I don’t think it would be in the best interest of the savings and 
loan business to enact the plan. 

Senator Kennepy. There was, in the statement of Mr. Kane, 
some indication that while he felt that there were deficiencies in the 
plan, that the general theme of separating these two functions be 
favorably considered. Now, do you feel that, except for some of the 
technical deficiencies of the plan, and for the fact that members of 
the industry have not been consulted, do you agree with the basic 
theme of the plan. Do you believe it is necessary to separate these 
two functions? 

Mr. McAuuistrer. Mr. Chairman, let me say that I have in my ex- 
perience, made wrong decisions on more than one occasion and I might 
be wrong in my judgment at this time with reference to this particular 
proposition but I stated to you, in a letter on September 7, 1955, that 
I did not think the plan had merit, and I have found nothing, as I 
studied and considered it, that changes the opinion I held then. I do 
not believe that it would be desirable to make the separation and have 
one group of bank board members, and a separate board of trustees 
for the insurance corporation. 

You were just asking the preceding witness a question with regard 
to what would happen, Senator Cotton, if the Bank Board gave a 
group of people a charter for the formation of a Federal association, 
and the trustees of the insurance corporation did not elect to insure 
them. Well, I don’t know what would happen but here is what the 
law says: 

It shall be the duty of the corporation, the insurance corporation, to insure the 
accounts of all Federal savings and loan associations, and it may insure the 
accounts of building and loan associations. 

And so on, referring to State-chartered associations. There is no 
question but what the two laws were drawn at a time with the idea of 
having the same board serve and if there would be separate boards the 
matter would have to be given very careful consideration by the 
Jongress, and a new statute prepared, in my opinion. 

Senator Corron. The law that you have just quoted, I have before 
me. I gather from that, certainly in the case of the Federal institu- 
tions, under this proposed plan, would you not have to insure them 
just the same? Would it not really be automatic? Mandatory? 

Mr. McAuuster. That is my interpretation of the law. However, 
I don’t know what the final answer would be. 
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Senator Corron. Is it your judgment, then, Mr. McAllister, that 
the administration program in this field will not be defeated if the 
organization plan is not adopted at this time? 

fr. McAuuister. I am sorry 

Senator Corron. It is your judgment that the effect of the pro- 
grams, which the Board is now carrying out, the effect which this 
program has will not be impeded if the subcommittee does not approve 
of this reorganization plan? 

Mr. McA.uisteEr. Yes, sir. I agree with you. It will not be impeded 

Senator Kennepy. We appreciate your appearing today. I under- 
stand you are leaving the Board? 

Mr. McA.uister. Sometime in the near future. 

Senator Kennepy. We express our regrets that that should occur. 
We want to thank you for your testimony this morning. I think 
Senator Sparkman has indicated that this matter could be studied 
during the intervening months, before the Congress reconvenes next 
year. We could get a much better look at it. 

Mr. McA.uister. I feel that would be very desirable, sir. 

Senator Kennepy. This plan did not come from the Home Loan 
Bank Board? 

Mr. McAuutster. No, sir; it did not. We have not written 
any, sir. 

Senator Kennepy. Thank you. 

The next witness will be Col. Edward A. Sherman, of Gloucester, 
Mass. 


STATEMENT OF COL. EDWARD A. SHERMAN, NEW ENGLAND 
REGIONAL DIRECTOR, CITIZENS COMMITTEE FOR THE HOOVER 
REPORT 


Do you have a statement? 

Colonel SHerman. Yes, sir. 

Senator Kmnnepy. I want to welcome personally, Colonel Sherman, 
who has labored with much success for many years to put into effect 
the recommendations of the first Hoover Commission report. He is 
now engaged in the same task with the second Hoover Commission 
report. You have been most helpful on the subject to the subcom- 
mittee, particularly in connection with the last Hoover Commission 
reports and most especially that dealing with budgeting and account- 
ing, which the Senate recently acted upon favorably, as we are all 
aware. I am very glad to see you, Colonel. 

Senator Corton. bia Chairman, as another New England Senator, 
may I join you in welcoming Colonel Sherman here today. I, too, 
have had correspondence with him and have appreciated his fine 
work on behalf of our section. 

Senator Kennepy. I think there has been no more effective regional 
director of the Hoover Commission, or one who has maintained more 
effective relations with the Members of Congress in attempting to 
have these reorganizations passed. I believe Colonel Sherman has 
done a real public service. 

Colonel SHerman. Thank you, gentlemen. My name is Edward 
A. Sherman, of Gloucester, Mass. I am New England director for 
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the Citizens’ Committee for the Hoover Report, with offices at 73 
Tremont Street, Boston, Mass. 

Now, the acting chairman of the citizens committee, Julian S. 
Myrick, has asked me to present the following statement to your 
committee on behalf of Reorganization Plan No. 2. 

Reorganization Plan No. 2, submitted to Congress by President 
Eisenhower on May 17, 1956, is in accord with a recommendation of 
the Commission on Organization of the Executive Branch of the Gov- 
ernment submitted to Congress in its report on lending, guaranteeing, 
and insurance activities. In recommendation No. 4 of this report the 
Commission proposed: 

That no person be permitted to serve as a member of the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation at the same time. 


At present the Federal Savings and Loan Insurance Corporation is 
controlled by the Federal Home Loan Bank Board. It is desirable 
and in the public interest that the management of these two agencies 
should be separately operated and administered. Such a separation 
is desirable, facatanl their purposes and objectives might in some cir- 
cumstances be in conflict. The objectives of the Home Loan Bank 
Board include promoting and encouraging home financing through 
making money available for mortgages while, on the other hand, that 
of the Federal Savings and Loan Insurance Corporation is to insure the 
depoits in savings and loan associations and similar institutions. 
Since the latter’s objective is to protect the interests of the depositors, 
its main concern must be the preservation of the assets of the savings 
and loan associations and other similarly insured institutions. 

Obviously it is possible that conflicts might develop between an 
agency designed to protect the interests of the depositors in such 
associations and an agency concerned with the promotion of home 
building through making money available for mortgages. To protect 
more adequately the interests of depositors in such lending institu- 
tions, these two agencies of the Federal Government should be 
separated. 

For reasons similar to these, the Comptroller General of the United 
States in his report of audit of the Federal Savings and Loan Insurance 
Corporation submitted to Congress on February 13, 1950—81st 
Congress, 2d session, House Docunient 467, page 8—recommended 
that Congress consider separating the Federal Savings and Loan 
Insurance Corporation from the Home Loan Bank » evar The 
Comptroller General in his report to Congress said, under the title, 
“Separation of Regulatory and Insurance Functions”’: 

We believe that there is a serious question as to the desirability of permitting 
an agency having the quttnalty to promote and charter Federal savings and loan 
associations which are required by law to be insured, also to administer insurance 
underwriting. Experience has shown that the responsibilities for these functions 
are inherently conflicting. 

We recommend that Congress consider separating the Federal Savings and 
Loan Insurance Corporation from the Home n Bank Board. 

Such a separation of functions exists in the commercial banking field. The 
Federal Deposit Insurance Corporation is independent ef the Federal and State 
bank supervisory authorities, but coordination is an objective of the requirement 
eg ee rahe of the Currency is a member of the Board of Directors of 
the , 


FDIC and FS & LIC perform the same functions in different fields of banking 
and undoubtedly belong in the same group. 
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In his audit of the Federal Savings and Loan Insurance Corporation 
for the vear ending June 30, 1954—submitted on October 10, 1955, 
84th Congress, House Document 276—the Comptroller General 
pointed out that the present premiums paid by insured building and 
loan associations are one-twelfth of 1 percent per annum of the total 
amount of all accounts plus creditor eeaneseree When Congress in 
1950 reduced the amount from one-eighth of 1 percent to one-twelfth 
of 1 percent per annum it was the intention of Congress that net 
earnings of the C orporation should be accumulated in a reserve fund 
until they equaled 5 percent of ail insured accounts. In addition 
the Federal Savings and Loan Insurance Corporation can levy a 
further charge on members to cover administrative costs and losses 
of not more than one-eighth of 1 percent annually. This has never 
been levied. 

The Comptroller General presented in his report a table showing 
the ratio of insured liabilities of associations to the reserve of the 
FS&LIC. This table showed that the ratio had declined from 0.88 
percent in 1949, the year the reassessments were reduced, to 0.65 
percent in 1954. After presenting this table showing this reduction, 
the Comptroller General went on to observe: 

The above table shows the continuous increase in the insured liability of all 
associations. It also shows the relatively small amount of the insurance-fund 
reserve im relation to the insured liability of over $22 billion. The ratio of the 
reserve to the insured liability has decreased every year since the insurance 
premium rate was reduced one-third effective July 1, 1949. If the insurance- 
fund reserve of 5 percent referred to in the National Housing Act is ever to be 
accumulated, it appears that the insuraneé premium rate will have to be increased. 

It is significant to note that, in the case of the Federal Deposit 
Insurance Corporation, which performs a similar function for banks, 
the ratio of reserves to insured liabilities was about 1.3 percent as 
compared to 0.65 percent for the Federal Savings and Loan Insurance 
Corporation. 

Accompanying me is Dr. Harold W. Metz, research director of the 
citizens committee, who is available in case the committee should 
have questions on the technicalities of this matter. 

Senator Kennepy. As I understand it, it is the opinion of the citi- 
zens committee that this reorganization plan would implement one of 
the Hoover Commission recommendations? 

Dr. Merz. That it is in accord with the recommendation, sir. 

Senator Kennepy. Even though it may go against another one of 
the recommendations of the Hoover Commission that deals with limi- 
tation on establishment of additional independent agencies reporting 
directly to the President? 

Dr. Merz. I doubt whether there was a conflict that the Commis- 
sion thought of in those two recommendations, because the recom- 
mendations about agencies reporting to the President was to cover 
those not in the departments, and did not, I believe, Senator, preclude 
the creation of other ones that might not be in that catego 

Senator Kennepy. It has been suggested by Senator ee 
that it might be well that, rather than consider this complicated issue 
as a reorganization plan, it would be better if it were considered by 
legislative committees in the normal process, which might be done 
next year. Would you have an opinion on that? 
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Dr. Merz. We have no opinion as to whether it should have been 
done by legislation or by reorganization plan, hecause, Senator, the 
Commission expressed no opinion on how it should be done. 

Senator Kennepy. It would not be in conflict with such a course 
of procedure? 

Dr. Merz. We would be very glad to see it done with dispatch, 
but neither the Commission nor the citizens committee have expressed 
any opinion as to which is the way that it must be done. 

Senator Kennepy. Thank you very much. 

Our next witness is Mr. Henry A. Bubb, of the United States 
Savings and Loan League. 

Mr. Bubb is accompanied by Mr. Horace Russell, general counsel, 
and Mr. Stephen Slipher, manager. 

Would you care to summarize your statement? We would be glad 
to place it in the record at this time, if you would like to summarize it. 


STATEMENT OF HENRY A. BUBB, CHAIRMAN, LEGISLATIVE COM- 
MITTEE; ACCOMPANIED BY HORACE RUSSELL, GENERAL 
COUNSEL; AND STEPHEN SLIPHER, MANAGER, WASHINGTON 
OFFICE; UNITED STATES SAVINGS AND LOAN LEAGUE 


Mr. Buss. I appreciate that very much, Mr. Chairman. 
(The statement of Mr. Bubb is as follows:) 


STATEMENT OF Henry A. Buss, CHAIRMAN, LEGISLATIVE COMMITTEE, UNITED 
States Savines & Loan LEAGUE 


I am Henry A. Bubb, of Topeka, Kans., and I appear here today as chairman 
of the legislative committee of the United States Savings & Loan League. I am 
also president of the Capitol Federal Savings & Loan Association of Topeka, 
and a past president of the league. 

I have with me today Mr. Horace Russell of Chicago general counsel of the 
league, and Mr. Stephen Slipher, manager of the league’s Washington office. 
Mr. Russell will present a part of the league’s testimony. Also in the room are a 
number of other officers and member of the United States Savings & Loan League; 
their presence here today is indicative of the interest in this question, 

To identify our organization let me say that the United States Savings & Loan 
League, founded in 1892 has in its membership 4,300 savings and loan associations, 
building and loan associations, and co-operative banks, representing approxi- 
mately 90 percent of the Nation’s savings and loan assets. These member 
institutions are both federally chartered and State chartered and are located in 
every State of the Union. 

The United States Savings & Loan League supports 8. Res. 291 by Senators 
Sparkman, Fulbright, and Capehart and is opposed to Reorganization Plan No. 2. 
Seldom have our people been so disturbed by any legislative proposal. From 
all over the country we have protests to Reorganization Plan No. 2 and petitions 
to do everything within our power to see that the plan does not go into effect. 
I might cite just a few of the organizations which have already officially stated 
their opposition to the plan: The Federal Savings & Loan Advisory Council, 
Arkansas Savings & Loan League, California Savings & Loan League, Savings 
& Loan League of Connecticut, Kansas Savings & Loan League, Kentucky 
Savings & Loan League, Missouri Savings & Loan League, Nebraska League of 
Savings & Loan Associations, Metropolitan League of Savings Associations of 
New York City, North Carolina Savings & Loan League, Oklahoma Savings & 
Loan League, Oregon Savings & Loan League, the board of directors of the 
Federal Home Loan Bank of Greensboro, and the Pacific Northwest Conference 
of Savings & Loan Associations which includes the States of Montana, Washing- 
ton, Oregon, Idaho, and Utah. This list is growing daily. 

It is abundantly clear that the savings and loan business is opposed to Reor- 
ganization Plan No. 2 and that the plan was not proposed in response to any 
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suggestion or request from the industry. Indeed, there was no consultation with 
the industry prior to the submission of the plan to Congress. 

Under the present organizational structure of the Federal Home Loan Bank 
Board the Board has jurisdiction over the Federal Savings and Loan System, 
the Federal Home Loan Bank System, and the Federal Savings and Loan In- 
surance Corporation. The Federal Home Loan Bank System consists of 11 
regional Federal home loan banks which serve as a reserve system for 4,300 
savings and loan associations; the Federal Savings and Loan Insurance Corpora- 
tion insures up to $10,000 the accounts of savers in insured savings and loan 
associations; and the Federal Savings and Loan System consists of some 1,700 
associations which are chartered and supervised under Federal laws. This 
present organizational structure has existed since these agencies were created 
in the early 1930’s and the record of the savings and loan business is persuasive 
testimony as to the effectiveness of the Federal agencies under the present or- 
ganizational structure. 

Reorganization Plan No. 2 would provide for a separation of the Federal 
Savings and Loan Insurance Corporation from the Federal Home Loan Bank 
Board. The Corporation would become an independent agency under a three- 
man board of trustees (one of whom would be the Federal Home Loan Bank 
Board Chairman), subject to the direction and control of the President. The 
plan provides for a basic, extreme, and sweeping reorganization of the Govern- 
ment agency. Where we now have one Board which is able to coordinate of 
the complicated laws, regulations, and transactions with member instittitions 
there would be two completely separate organizations. To us in the savings and 
loan business this reorganization plan is as revolytionary as a split in the Agri- 
culture Department would be to the farmers, or as a splitup of the Veterans’ 
Administration would be to the veterans. 

Savings and loan associations are now the largest single source of home loans 
making between 35 and 40 percent of all home loans. These institutions are also 
the fastest growing savings facility, having recorded last year a net increase in 
savings of $5 billion. They have assets of over $40 billion as compared to only 
$10 billion just a decade ago. It is not an exaggeration to say that the record 
home building in the postwar period is due in substantial part to the spectacular 
manner in which the savings and loan associations have responded to the heavy 
demands on our mortgage credit system. Since the savings and loan business is 
so important to our housing economy and to our national thrift program, it is 
obvious that this basic reorganization has ramifications of national importance. 

Now I would like to turn to some of the specific reasons why the United States 
Savings & Loan League is opposed to Reorganization Plan No. 2. 

1. The division of the Government agency into two separate and equal agencies 
will result in confusion, duplication, and conflict in the relations of the Federal 
Government with the savings and loan business. We believe that our member 
associations would be confronted with conflicting regulations and directions and 
the frustrations of attempting to determine which agency to follow. Where 1 
report now suffices, 2 would be necessary under the plan, probably in a different 
form and with different instructions. In short, redtape and agency buckpassing 
would result under the plan. 

2. Under the plan the savings and loan institutions would have substantially 
increased operating expenses, All of the expenses of the Federal Home Loan 
Bank Board and of the Federal Savings and Loan Insurance Corporation are now 
paid by member institutions; it goes without saying that the operation of two 
entirely separate organizations to accomplish the purposes now achieved. by a 
single agency would be most costly. More people would be on the payroll, more 
space would be occupied, more paperwork would be called for. The savings and 
loan institutions would consequently pay the difference. In addition, aside from 
the greater expense of the operation of two agencies in Washington, the prospect 
under the proposed plan is for a doubling of supervision and examination of the 
associations, since the Board and the Insurance Corporation would have their 
respective legal obligations, separate and distinct, to determine the soundness of 
the associations. Examination costs are already one of the larger items in the 
operating expenses of associations; this plan would increase them. 

Because association managements have a primary obligation to keep strong 
reserves and to keep adding substantially to reserves each fiscal period, any 
additional operating expense imposed upon them could not be absorbed without 
direct impact on either the savers or the borrowers or both. Necessarily, then, 
an increase in the mortgage-interest rate or a decrease in the return paid to savers 
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would be the ultimate result of the operation of two separate agencies for the 
savings and loan association in their relations with the Federal Government. 

3. The assumption that the establishment of separate agencies in Washington 
would change the quality of the examinations of our associations for the better 
is implicit in the plan, but no substantiation for this concept is offered. We who 
operate the savings and loan associations and are well acquainted with the char- 
acter of examinations to which we are subjected, fail to see how separation of the 
agencies would make for better results; after all, examination are conducted by 
individual men hired and paid according to civil-service standards, and the same 
type of personnel generally would be engaged in the work, whether they were 
working for one agency or the other, or for the two jointly. 

The above disadvantages to the savings and loan associations are particularly 
significant since the savings and loan associations own all of the capital of the 
Federal Home Loan Bank System and pay all of the costs of operating the Federal 
agency. In spite of this fact, the associations were not consulted nor given any 
eereer to submit their views prior to the transmittal of the reorganization 
plan. 

I would also like to enumerate some of the resons why the plan should not be 
adopted from the point of view of the Congress and the general public interest. 

1. The plan violates the basic philosophy of the Reorganization Act of 1949. 
As we understand the purpose of reorganization plans, it is to permit greater 
. efficiency and economy in Government operations. The establishment of 2 
agencies in lieu of 1 cannot pews be economical, but on the contrary represents 
an increase .n expenses. he two agencies now share in the expenses of such 
activities as a common legal department, statistical department, public relations 
division, office of secretary, and budget officer. As separate agencies each of these 
activities would have to be separately staffed. Similarly, the establishment of 
2 agencies is in exactly the opposite direction of avoiding duplication and over- 
lapping, one of the stated objectives of reorganization plans. Congress has 
recognized that the reorganization plan procedure is a major delegation of legis- 
lative authority and it would appear that only reorganizations supported by clear 
and compelling reasons or of an emergency nature are appropriate for treatment 
under this procedure. 

2. The plan is substantially different than the recommendations of the Hoover 
Commission report and is exactly opposite to the recommendations of the Com- 
mission’s Task Force on Lending Agencies. The single sentence recommendation 
of the Hoover Commission report was that no person should serve on the Federal 
Home Loan Bank Board and on the Board of Trustees of the Federal Savings and 
Loan Insurance Corporation. There was no substantiating data or documenta- 
tion. The Task Force on Lending Agencies which conducted a thorough study 
and consulted with the affected agencies, included in its report a substantial 
section on the operation of these activities and concluded: 

“Tt [The Federal Home Loan Bank Board] supervises a system of privately 
owned Federal home loan banks and their member institutions which are local 
thrift and home-financing institutions of the savings and loan type. Also, it 
supervises the Federal Savings and Loan Insurance Corporation. is appears to 
be a natural grouping of functions which requires no change.”” [Emphasis oe 

Under the heading of ‘“Recommendation—Federal Savings at Loan Insurance 
Corporation” we find the following single sentence: 

“Except for the general recommendations on management presented earlier in 
this report, the task force has no recommendation to offer with respect to the organiza- 
tion and operation of this mutual insurance trust.’”’ [Emphasis provided.] 

3. Just last year administration spokesmen opposed the creation of two separate 
boards. There appears on page 392 of the 1955 hearings before the House Com- 
mittee on Government rations, the ‘(Comments of the Housing and Home 
Finance Agency on the Lending Agencies Report.’”’ Administrator Albert M. 
Cole had this to say about the Hoover Commission recommendation: 

“I do not agree that the Home Loan Bank Board should be separate and distinct from 
a board or other managerial body administering the affairs of the Federal Savings and 
Loan Insurance Corporation. {Emphasis provided.] Both the Home Loan Bank 
Board and the Federal Savings and Loan Insurance Corporation are concerned 
with the operations of savings and loan associations, and the existence of two 
boards could result in conflicts of policy and confusion in the industry. Further- 
more, such organization would be much less economical than the present one wherein 
the HLBB and FSLIC have common administrative services, utilize the services 
of one examining division, and accumulate jointly knowledge and information 
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about the industry as a whole and about the operation of specific savings and 
loan associations.”’ 

Similarly, on September 13, 1955, the Chairman of the Federal Home Loan 
Bank Board transmitted an official letter to the chairman of the Senate Banking 
and Curreney Committee expressing his opposition to the principle of the separa- 
tion of the Insuranee Corporation and the Board. 

One of the most amazing things about the plan is its complete inconsisteney 
with the administration’s own statements last year regarding the creation of 
independent agencies. In signing the Housing Amendments of 1955, President 
Eisenhower stated: 

“T also have serious objections to the provisions of the bill which would create 
still another independent agency in the exective branch by detaching the Home 
Loan Bank Board, including the Federal Savings and Loan Insurance Corporation, 
from the Housing and Home Finance Agency.” 

Farlier, administration spokesmen, speaking of the establishment of an inde- 
pendent Federal Home Loan Bank Board, made the following statement before 
the House Banking Committee: 

“The administration believes that new independent agencies reporting to the 
President should be created only upon the showing of clear and compelling 
reasons for such action and of persuasive advantages to be derived from it.” 

4. The plan injects an unfortunate partisanship into the agency by failing to 


require bipartisanship on the Board of Trustees of the Corporation. The Federal - 


Home Loan Bank Board is, by law, a bipartisan board. 

5. The reorganization plan fails to provide for any term of office for the trustees. 
The Federal Home Loan Bank Board, the Federal Reserve Board, the Federal 
Deposit Insurance Corporation, and virtually all similar Government agencies 
make provision for specific terms of office. 

We feel that these disadvantages to our associations and to the Congress are 
compelling reasons for the approval of the resolution to disapprove Reorganiza- 
tion Plan No. 2. Let me emphasize, however, that our objection to the plan 
goes right to the basic idea; that is, a separation of the two agencies. I want the 
committee to understand that even if it were possible to correct some of the 
other defects in the plan we could not support it as long as it would splinter our 
Federal agency into two parts. 

Let me assure the committee that we do not take the position that there is no 
need for improvement in the savings and loan business, or in the Federal agencies 
governing such associations. On the contrary, we recognize the need for constant 
study and improvement. A special United States Savings and Loan League 
committee to study the Federal Home Loan Bank System, headed by the league’s 
Past President Ralph Crosby, of Providence, R. I., has been engaged for the past 
4 months in an intensive study of the Federal Home Loan Bank System and will 
in the near future issue a comprehensive report. This report will set forth a 
complete program designed to assure an effective Federal Home Loan Bank 
System which makes its maximum contribution to the safety and soundness of 
the savings and loan business and to our national fiscal policy and housing program. 

The president of the United States Savings and Loan League, Mr. Walter 
Dreier, of Evansville, Ind., has written to President Eisenhower assuring him of 
our willingness to cooperate in developing and advancing any needed improve- 
ments in the functioning of our Federal agencies or the savings and loan associa- 
tions. We have given similar assurances to the House and Senate Banking and 
Currency Committees which have over the past years so carefully and wisely 
dealt with legislation in this field. 

In this connection, we are greatly encouraged when the House Banking and 
Curreney Committee in reporting the housing bill, inchided a section clearly 
stating the committee’s intent to nullify Reorganization Plan No. 2, 

I thank the members of the subcommittee for this opportunity to testify on this 
important matter and we are hopeful that after the subcommittee’s hearings and 
deliberations it will favorably report the resolution of disapproval. 


Mr. Buss. | will just take 5 minutes to cover 2 or 3 of the main 
points. | would like to refer, briefly, to the testimony yesterday, 
if Il may. 

Senator Kennepy. Before the House committee? 

Mr. Buss. The House committee. 

As you know, Mr. Chairman, I represent the United States Savings 
and Loan League, which has 4,300 savings and loan association 
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members and represents 90 percent of the Nation’s savings and loan 
assets. 


The United States Savings and Loan League, as pointed out in my 


statement, is unanimous in its opinion that this reorganization plan 
shoud not go into effect. 


Yesterday, in Mr. Brundage’s testimony—and I want to say this in 
all kindness to Mr. Brundage—I think he is an outstanding Govern- 
ment official but he has been put on the spot by trying to defend 
what I think, anyway, is very undesirable legislation—his testimony 
seemed to me was based on the fact that everything in the past has 
worked very well, but because the savings and loan associations have 
been so successful and have grown $30 billion in the last 10 years, we 
better change signals. Yet, no one yesterday, in their testimony or 
anyone that I know so far, has critized the operation of the Insurance 
Corporation by the present Home Loan Bank Board. 

Mr. Brundage also mentioned the reserve of the insurance corpora- 
tion. Well, I want to call the attention of the committee to the fact 
that there is nothing in Reorganization Plan No. 2 concerning reserves. 
Congress sets the insurance premiums that determine the amount 
the insurance corporation will have left over for reserves, and I don’t 
want the issue confused by bringing reserves into Reorganization 
Plan No. 2. Congress has full control and authority over reserves. 

If I may, just for a moment, gentlemen, refer to page 4, of my 
statement. Much has been said before about this, but to us, it is 
so important that I would just like to emphasize it again, if I may. 


The division of the Government agency into two separate and equal agencies 
will result in confusion, duplication and conflict in the relations of the Federal 
Government with the savings and loan business. We believe that our member 
associations would be confronted with conflicting regulations and directions and 
the frustrations of attempting to determine which agency to follow. Where one 
report now suffices, two would be necessary under the plan, probably in a different 
form and with different instructions. In short, red tape and agency buck-passing 
would result under the plan. 

Under the plan, the savings and loan institutions would have substantially in- 
creased operating expenses. All of the expenses of the Federal Home Loan Bank 
Board and of the Federal Savings and Loan Insurance Corporation are now paid by 
member institutions; it goes without saying that the operation of two entirely 
separate organizations to accomplish the purposes now achieved by a single agency 
would be most costly. More people would be on the payroll, more space would be 
occupied, more r work would be called for. The savings and loan institutions 
would consequently pay the difference. In addition, aside from the greater ex- 
pense of the operation of two agencies in Washington, the prospect under the pro- 
posed plan is for doubling of supervision and examination of the associations, 
since the Board and the Insurance Corporation would have their respective legal 
obligations, separate and distinct, to determine the soundness of the association. 
Examination costs are already one of the larger items in the operating expenses of 
associations; this plan would increase them. 

Because association managements have a primary obligation to keep strong 
reserves and to keep adding substantially to reserves each fiscal period, any ad- 
ditional operating expense imposed upon them could not be absorbed without 
direct impact on either the savers, or the borrowers, or both. 

Necessarily, then, an increase in the mortgage interest rate or a decrease in 
the return paid to savers would be the ultimate result of the operation of two 
separate agencies for the savings and loan associations in their relation with the 
Federal Government. 


It has already been established that the quality of the examinations 


or the number of examiners can be controlled under the present 
setup—it is just primarily a matter of budget. That is all. 
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There has already been considerable discussion about the Hoover 
Commission report. You just heard a discussion on it here a moment 
ago, but nobody has pointed out that the Hoover Commission task 
force on lending agencies, specifically recommended a continuation 
of the present structure. If I may read from the Hoover Commission 
task force, just a moment. 

“It (the Federal Home Loan Bank Board) supervises a system of privately 
owned Federal home loan banks and their member institutions, which are local 
thrift and home financing institutions of the savings and loan type. Also, it 
supervises the Federal Savings and Loan Insurance Corporation. his appears 
to be a natural grouping of functions, which requires no change. 

Under the heading of Recommendations, Federal Savings and Loan Insurance 
Corporation, we find the following single sentence: 

Except for the general recommendations on management presented earlier in 
this report, the task foree— 


that is, the Hoover Commission Task Force— 


has no recommendations to offer with respect to the organization and operation 
of this mutual insurance trust. 

There has been previous testimony concerning the administration’s 
reversal on creating more independent agencies, and Senator Spark- 
man in his remarks this morning, referred to the President’s stand. 

I would just like to read a very brief statement made by the Presi- 
dent, when he signed the Housing Amendments of 1955. He said: 

I also have very serious objections to the provisions of the bill which would 
create still another independent agency in the executive branch by detaching the 
Home Loan Bank Board, including the Federal Savings and Loan Insurance 
Corporation from:the Housing and Home Finance Agency. 

Let me assure the committee, we do not take the position that there 
is no need for improvement in the savings and loan business. On the 
contrary, we recognize the need for constant study and improvement. 
A special United States Savings and Loan Committee to study the 
Federal Home Loan Bank System, headed by the past president, 
Ralphy Cosby, of Providence, R. I., has been engaged the past 4 
months in extensive study of the Federal Home Loan Bank system. 
It will, in the near future, issue a comprehensive report. This report 
will set forth a complete plan designed to insure an effective Federal 
Home Loan Bank System, which makes its maximum contribution 
to the safety and soundness of the savings and loan business, and to 
our iatiandl fiscal policy and housing program. 

I want to thank the members of the subcommittee for this oppor- 
tunity to testify on this important matter, and we are hopeful that 
after the subcommittee’s hearings and deliberations, that you will 
favorably report the resolution of disapproval. 

Thank you, gentlemen. I will be happy to answer questions. 

Senator Corron. (Presiding). Thank you, Mr. Bubb. 

If this plan should be rejected at this time, if the committee saw 
fit, because of the haste and the apparent conflict here, to approach 
this problem another way, would your league be willing to work out 
this whole subject with the Senate Banking and Currency Committee 
next year, and explore all of its possibilities? 

Mr. Buss. Yes, sir, Senator Cotton. 

I might say our relations with both the Senate and the House 
Banking and Currency Committees have been on a very, very favor- 
able basis and we are more than happy to work with them and work 
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with their staffs. We feel, if this is something that should be explored, 
it are be done that way, rather than in a hastily drawn reorganiza- 
tion plan. : 

Senator Corron. Your organization, I assume has been engaged in 
studying the setup of these agencies over the years? 

Mr. Buss. Yes, sir. 

Senator Corron. Has your league, or any of its committees or 
parts had occasion to consider this precise proposal before it came 
about, at this time? 

Mr. Buss. We had discussed it in the past. It has been a matter 
of conversation. We feel that the present arrangement is workable. 
There has been no criticism of the present setup, except where the 
Hoover Commission itself disagreed with its task force. As I pointed 
out, the Task Force on Lending Agencies felt the present setup was 
satisfactory. When the commission reversed its task force, we had 
some discussion of it and we would be very glad to follow it further, 
if that is the wish of the Congress. 

Senator Corron. Did you consult with or appear before either the 
task force, or any part of the Hoover Commission while you were 
studying this? 

Mr. Buss. Yes. Asa matter of fact, my predecessor, Mr. George G. 
Bliss, who is now vice chairman of our legislative committee was a 
member of the Hoover Task Force on Lending Agencies. We worked 
very closely with them. 

Senator Corron. Thank you, Mr. Bubb. We appreciate your testi- 
mony. 

Our next witness will be Mr. Percival F. Brundage, Director of the 
Bureau of the Budget. 

Mr. Brundage, we will be very glad to hear from you, sir. We 
appreciate your being with us and your testimony is most important 
to us. We have no desire to curtail it in any way, but I understand 
you already testified before the House committee. Would you care 
to insert your statement in the record and sum it up for us, or would 
you prefer to read it? 


STATEMENT OF PERCIVAL F. BRUNDAGE, DIRECTOR; ACCOMPA- 
NIED BY WILLIAM FINAN, ASSISTANT DIRECTOR, OFFICE OF 
MANAGEMENT OPERATION ; AND HAROLD SEIDMAN AND FRED 
LEVI; BUREAU OF THE BUDGET 


Mr. Brunpage. I would be very happy to submit it for the record, 
Mr. Chairman. 
(The statement of Mr. Brundage is as follows: ) 


SraTeMENT OF Percivat F. Brunpacr, Director oF THE BUREAU OF THE 
BupaGet 


Mr. Chairman and members of the committee, I appreciate this opportunity 
oar before your committee in support of Reorganization Plan No. 2 of 
1956. 

This reorganization plan is designed to strengthen the organization and ad- 
ministration of both the Federal Savings and Loan Insurance Corporation and 
the Federal Home Loan Bank Board by transferring the management of the 
Corporation from the Federal Home Loan Bank Board to a new and separate 
board of trustees. From its establishment in 1934 to 1942, the Corporation 
a under a board of trustees composed of the five members of the Federal 

ome Loan Bank Board. In 1942 the functions of the board of trustees were 
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transferred by Executive order to the Federal Home Loan Bank Commissioner 
and this arrangement continued until 1947. Reorganization Plan No, 3 of 1947 
abolished the board of trustees and transferred its functions to a newly estab- 
lished Home Loan Bank Board under the Housing and Home Finance Agency. 
These functions have been retained by the present independent Federal Home 
Loan Bank Board. 

When viewed in the light of the tremendous growth of the savings and loan 
industry during the last decade and its present importance in the national econ- 
omy, the urgent need for this further reorganization becomes apparent. Our 
home mortgage debt is now almost five times the 1945 year and level. Savings 
and loan associations are the largest single source of home mortgage funds and 
currently account for 37 percent of mortgage recordings. Well over 90 percent 
of their earning assets are invested in real-estate mortgages. 

Insurance of share accounts by the Federal Government has been one of the 
major incentives for savers to invest in savings and loan associations. Conse- 
quently, largely for competitive reasons, over a thousand savings and loan associa~ 
tions whose accounts had not been previously insured, have applied for and 
obtained insurance since 1945. By the end of 1955, outstanding mortgage loans 
of the 3,544 insured associations were seven times as high as in 1945 and were 
greater than the insured share accounts of $28.3 billion. Over three-quarters 
of these loans are not insured or guaranteed by Federal agencies, with their 
security depending solely upon the soundness of the borrowers and assets them- 
selves. 

The phenomenal growth of these insured institutions and the character of 
their assets emphasize the importance of the responsibilities vested by law in 
the Federal Savings and Loan Insurance Corporation. The Corporation has a 
duty to require such examinations of insured institutions as may in its judgment 
be “necessary for its protection and the protection of other insured institutions’’ 
and to take steps, through the appropriate supervisory body, to secure such cor- 
rective action as may be indicated. Effective examination and supervision are 
essential to the protection of the Corporation and the holders of share accounts, 
particularly since the reserves and undivided profits of the insured associations 
represent a smaller proportion of risk assets than in 1945, and since the surplus 
and reserves of the Corporation itself have decreased during the same period 
from 1.2 percent to 0.6 percent of the insured liability. 

While the identity in management of the Federal Savings and Loan Insurance 
Corporation and the Federal Home Loan Bank System may have been justifiable 
during the formative years of the insurance program, that program has now at- 
tained a size and importance which clearly demand the full-time attention of a 
separate board of trustees. The great growth in the Federal Home Loan Bank 
System also makes it desirable that the Federal Home Loan Bank Board be relieved 
of responsibility for the insurance program, so that it may concentrate completely 
on its increasingly important duties with respect to the supervision and regulation 
of the Federal home loan banks, the chartering, supervision and regulation of 
Federal savings and loan associations, and the maintenance of a stable flow of 
funds for home financing. I am convinced that separation of the Corporation 
and the Federal Home Loan Bank Board will serve the best interests of both 
agencies and the. public. 

In view of the present and rapidly increasing magnitude of the commitments 
undertaken by the Corporation, it is imperative that the Government establish 
those organizational arrangements which ‘are best calculated to assure the con- 
tinued financial soundness of the insurance program. Both the second Commis- 
sion on Organization of the Executive Branch of the Government and the General 
Accounting Office have pointed to the need for making the reorganization ac- 
complished by this plan. The Commission its report on “Lending, Guaranteeing 
and Insurance Activities’’ recommended that ‘‘no person be permitted to serve 
as a member of the Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation at the same time’’ and emphasized the desirability of a 
“clear separation of the management of the two agencies.’’ In a number of its 
audit reports submitted to the Congress the General Accounting Office has also 
recommended that the Corporation administering insurance underwriting be 
made independent of the agency having the authority to promote and charter 
insured Federal savings and loan institutions. The General Accounting Offiee 
has stated that “there is a serious question as to the desirability of permitting one 
agency to exercise the function of supervision of insurance underwriting as well 
as the functions of promoting and chartering Federal savings and loan associations. 
Past experience in this respect indicates that the responsibilities for these functions 
are inherently conflicting.” 
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In recommending that the Congress consider complete or partial separation 
of the Corporation from the Home Loan Bank Board, the General Accounting 
Office observed that such a separation of functions exists in the commercial bank- 
ing field. The Federal Deposit Insurance Corporation is independent of the 
Federal agencies concerned with the chartering and supervision of commercial 
banks, but coordination is obtained through the provision that the Comptroller 
of the Currency be an ex-officio member of the board of directors of the Federal 
Deposit Insurance Corporation. 

Under the plan, the Federal Savings and Loan Insurance Corporation will 
have a form of organization in most respects comparable to that of the Federal 
Deposit Insurance Corporation. Although the Hoover Commission recommended 
that management of the Corporation be separated completely from the Federal 
Home Loan Bank Board, the plan provides that the Chairman of the Board shall 
be one of three members of the board of trustees of the Federal Savings and Loan 
Insurance Corporation with authority identical to that of the other trustees. 
It is believed that such an arrangement is necessary and desirable to assure 
coordination of the policies of the two agencies. 

Under Reorganization Plan No. 2, the trustees, other than the Chairman of 
the Federal Home Loan Bank Board, will be appointed by the President by and 
with the advice and consent. of the Senate. The plan does not require the Board 
to be bipartisan. The Corporation is engaged solely in insurance underwriting 
and related functions. All of the Government’s major insurance programs, with 
the sole exception of the Federal Deposit Insurance Corporation, are adminis- 
tered either by agencies with a single head or by a Government Corporation 
under a board of directors which is selected for its experience and not on a par- 
tisan basis. These include mortgage insurance (Federal Housing Administra- 
tion), crop insurance (Federal Crop Insurance Corporation), veterans’ life insur- 
ance (Veterans’ Administration) farm tenant mortgage insurance (Farmers Home 
Administration), and ship mortgage insurance and war risk insurance (Secretary 
of Commerce). It may also be noted that only two (Federal Deposit Insurance 
Corporation and Export-Import Bank) of some 50 active Government Corpora- 
tions (other than the Federal Savings and Loan Insurance Corporation) have 
boards of directors selected on a bipartisan basis. 

It has been contended that the reorganization will result in duplicate Federal 


supervision and examination of savings and loan associations duplicate report- 
ing, and conflicting regulations. Careful analysis of the assignment of functions 
between the Corporation and the Federal Home Loan Bank Board, as pear ienes 


by the plan, will demonstrate that these contentions stem from a misunderstand- 
ing of the plan. The following is a brief summary of the respective functions 
and responsibilities of the Board, the Corporation and the State supervisory 
authorities after the reorganization goes into effect. 


1. Chartering of savings and loan associations 


This will remain exclusively a function of the Federal Home Loan Bank Board 
and the appropriate State authorities. 


2. Insurance 


The Federal savings and Loan Insurance Corporation will have the power to 
approve or reject applications for insurance, whether by Federal or State- 
chartered associations, and to terminate insurance as provided by law. 

All Federal associations are required to be insured. An applicant for a Federal 
charter must, therefore, among other conditions, meet the eligibility requirements 
for Federal insurance. 


3. Regulation 


The establishment of regulations governing the organization, incorporation and 
operation of savings and loan associations will remain a function of the Federal 
Home Loan Bank Board and the appropriate State authorities, expecting regula- 
tions directly related to the granting or withdrawal of insurance. Different 
standards are now set for insurance than for membership in the Home Loan Bank 
System. The same is true of standards prescribed by State authorities. This 
will continue to be the case. In view of the liability assumed by the Government, 
the standards for insurance should be and are now often higher than those set by 
the Board for membership in the System or by the State supervisory authorities 
for chartering or for other purposes. 


4. Supervision 
Savings and loan associations will continue to receive directions on supervisory 
matters from a single Government agency, either the Federal Home Loan Bank 
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Board in the case of Federal associations, or the appropriate State authorities, in 
the case of State-chartered institutions. Supervisory letters to associations based 
on findings of annual examinations will be signed, as under present procedure, 
either by the Board, or its authorized agent, or by the State supervisory authorities, 

When examinations disclose unsafe and unsound practices which may lead to 
the termination of insurance the Corporation, as now provided by law, will 
notify the insured association through the appropriate supervisory authority, or if 
there is no supervisory authority, notify the association directly. In the case of 
insured State-chartered associations, the supervisory process can be simplified, in 
that the Corporation will be able to communicate directly with the State author- 
ities. Under existing procedure, the Corporation communicates with State au- 
thorities through the presidents of the Home Loan Banks who act as supervisory 
agents for the Bank Board. 


5. Examination authority 

The Federal Home Loan Bank Board will retain authority to provide by 
regulation for the examination of the approximately 1,700 Federal savings and 
loan associations, The Board will also retain authority to examine State- 
chartered member or nonmember borrowers from the Home Loan Banks “‘in 
any State where State examination is deemed inadequate” and to charge the 
expenses of such examinations to the cost of making advances in such States. 
There are over 2,600 State-chartered members of the System of which about 
1,900 are insured. 

The Corporation will have authority to make such examinations of insured 
institutions ‘‘as in its judgment may be necessary for its protection and the pro- 
tection of other insured institutions” and ‘‘to require insured associations to pay 
the reasonable costs of such examinations.’”’ This authority extends to all insured 
institutions, whether Federal or State-chartered. These examinations are now 
— of behalf of the Corporation by employees of the Federal Home Loan Bank 

oard. 

(a) Federal associations —The Federal Home Loan Bank Board and the Cor- 
poration will have a joint interest in the examinations of Federal associations but 
for somewhat different reasons. Examination is one of the tools used by the 
Board to ascertain compliance with applicable laws and the regulations issued 
thereunder. Examinations may be supplemented by periodic inspections and 
other sources of information. In that respect, the relationship of the Bank Board 
to Federal associations is comparable to that of State authorities to State- 
chartered institutions. The Corporation is concerned with the financial soundness 
of Federal associations and must rely primarily on periodic examinations to 
disclose unsafe and unsound practices which may jeopardize its insurance risk. 

(b) State associations.—So far as State-chartered institutions are concerned, 
supervisory responsibility is vested in the respective State agencies and the Bank 
Board’s interest is limited to the credit standing of State associations which 
borrow from the Home Loan Banks. The Bank Board is authorized to examine 
such associations only after it has made a finding that the State examination is 
inadequate. The Corporation, on the other hand, has identically the same 
responsibility and authority with respect to insured State institutions as it has 
in the case of Federals. 


6. Administrative arrangements for examinations 


The Federal Home Loan Bank Board cannot delegate its responsibility for the 
chartering, supervision and regulation of Federal savings and loan associations. 
Neither can the Federal Savings and Loan Insurance Corporation delegate its 
responsibility to maintain the financial soundness of all insured institutions. Each 
has been granted examination authority in order to enable it to carry out its 
responsibilities. Either may choose, as a matter of administrative convenience, 
or in the interests of efficiency, to utilize the services of another agency to conduct 
examinations. Thus it is evident that determination of the precise administrative 
arrangements for conducting examinations of Federal associations will be within 
the discretion of the responsible agencies. The arrangements for examining in- 
sured State institutions in cooperation with the State authorities would 
appear to be primarily a matter of concern to the Coporation, since the Board’s 
responsibility in this area is extremely limited. 

here are at least three possible arrangements for conducting examinations, 
none of which would involve duplicate Federal examination of savings and loan 
associations. Each alternative contemplates a full interchange of examination 
reports between the Board and the Corporation. 

The possible arrangements are as follows: 
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(a) All examinations could be made by the Federal Home Loan Bank Board, 

(b) All examinations could be made by the Federal Savings and Loan Insurance 
Corporation. 

(c) Examinations of Federal associations could be made by the Federal Home 
Loan Bank Board and of insured State associations by the Corporation. 

In the commercial banking field, the division of examining functions among the 
Federal Deposit Insurance Corporation, the Comptroller of the Currency and 
Federal Reserve has provied to be workable and has not resulted in duplicate 
Federal examinations of banking institutions. 

The reorganization admittedly will result in a modest increase in the adminis- 
trative and operating expenses of the Federal Home Loan Bank Board and the 
Federal Savings and Loan Insurance Corporation. This is inevitable when two 
organizations which have been utilizing certain common services are separated. 
The Corporation will have to add a small number of administrative, legal and 
supervisory personnel to perform services which it formerly received from the 
Board. It should be emphasized, however, that this will not involve either large 
numbers of people or sizable amounts of money. 

I would be the last person to minimize the desirability of obtaining adminis- 
trative savings wherever practicable and in the public interest. But, in discussing 
administrative expenses, we must not let our attention be diverted from the major 
source of potential expense to the Government and the industry—the $31 billion 
insurance liability. A bank president who saved thousands of dollars by cutting 
the costs of examining loan applications, only to lose, as a result, millions of 
dollars in defaulted loans, would not be considered either an efficient or a prudent 
manager. The same principle applies to insurance. Administrative and oper- 
ating expenses must be considered in relationship to the total amount of risk 
being assumed in connection with a program. he costs and the number of 
employees of the Federal Home Loan Bank Board and the Insurance Corporation 
have decreased drastically in proportion to the assets of member and insured 
associations. In 1946, for example, the Board had 32 examiners per billion dollars 
of assets; in 1956, it has less than 12 examiners per billion dollars of assets. In 
1946, the Corporation had about 14 employees per billion dollars of potential 
liability; in 1956, it has less than three employees per billion dollars of potential 
liability. This is not to suggest that the costs of Federal supervision should be 
in direct ratio to the amount of assets and potential liability, but that some 
increase is warranted by the tremendous expansion and would not place an unfair 
burden on the industry. The modest increase resulting from the reorganization 
will be more than offset by the economies which will be obtained through the 
more effective protection of the Government’s and the industry’s very large 
financial stake in the insurance program. 

It would appear to be a simple act of prudence to relieve the officials charged 
with responsibility for the soundness of the insurance program from other impor- 
tant and possibly conflicting responsibilities. Furthermore, the reorganization 
will directly benefit the insured institutions and the holders of insured accounts 
by promoting continuing public confidence in the savings and loan insurance 
program. 

I urge that S. Res. 291 be disapproved and that Reorganization Plan No. 2 
of 1956 be permitted to go into effect. 


Senator Corron. Will you kindly introduce the associates who 
appear with you, for the purpose of the record? 

Mr. BrunpaGe. My name is Percival F. Brundage, Director, 
Bureau of the Budget; Mr. William Finan, Assistant Director in charge 
of our Office of Management Organization; Mr. Harold Seidman, and 
Mr. Fred Levi. 

The general purpose of the plan, Mr. Chairman, is to separate the 
Federal Home Loan Bank Board and the Insurance Corporation, 
and to give an additional protection to the savings and loan associa- 
tions, to the Government, and to the public. 

The actual reorganization plan was drafted as simply as possible, 
to meet those purposes. The need for doing ae now is largely 
due, in my opinion, to the tremendous growth of the savings and 
loan associations, and the amount of the Government risk, not so 
much in capital, but in the contingent liability for the Insurance 
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Corporation, which totals over $31 billion and has grown very rap- 
idly—about $5 billion in the last 12 months. That is why we felt that 
action at this time, was desirable. It is to give effect to the recom- 
mendation of the Hoover Commission, and the recommendations 
which have been brought to the attention of Congress by the General 
Accounting Office. I think that really covers the substance of it. 

Senator Corron. Mr. Brundage, what is the present condition of 
the savings and loan industry? 

Mr. BrunpaGe. Booming. 

Senator Corton. In his message and transmittal, the President 
states that 

The financial soundness of the insurance program of the Federal savings and 
loan operations is of major increasing interest to the Government. 


Under the law, the Treasury may be called upon to purchase up to $750 million 
in obligations of the Corporation. 


Is it true that although the Insurance Corporation has had this 
borrowing authority since 1934, it has never used it? 

Mr. Brunpbace. I think that is true. I don’t recall of any occasion 
to use it, no. 

Senator Corron. Have you any reason to believe that the Corpora- 
tion will use it? 

Mr. Brunpage. I don’t think there is any immediate need. My 
thought, Mr. Pheirinat, is that it is in times of booming business that 
you start more than ever to protect yourself from the possible dangers 
that may loom up in the future. 

Senator Corron. In other words, that answers the next question, 
that even though the situation is perfectly satisfactory now, you feel 
that you should plug all loopholes and guard against any future 
difficulty? 

Mr. Brunpace. There always have been ups and downs in business, 

and while we hope to even them out, I still think that they are going 
to happen. 

Senator Corron. What are the dangers—perhaps this question calls 
for two answers, what are the actual dangers of losses to this field 
and how would plan No. 2 minimize those dangers? 

Mr. Brunpace. Well, soft spots do develop in various areas of the 
country in various industries. The housing field, as everybody knows, 
had a tremendous growth in the past 10 years, so that it would be 
surprising if there had not been some soft spots developing. You 
look at the interest rates being paid by the savings and loan associa- 
tions—different associations in different parts of the country—and 
they vary; and I think that any protective device that you can use 
is desirable, if it does not cost too much. 

Now, this seemed to be a very moderate increase in cost and it 
would add a new Board who would, presumably, be experienced in 
the insurance business, to review the current situation independent 
of the review which is being made by the Home Loan Bank Board. 

Senator Corron. Now, Mr. Brundage, perhaps you can clear up 
the question that has been in my mind as to how these two Boards 
would act. The law is that—as has been quoted—it shall be the duty 
of the Corporation to insure the accounts of all Federal savings and 
loan associations and building and savings and loan, and banks 
organized and operated by the laws of the State. 





REORGANIZATION PLAN NO. 2 OF 1956 45 


Now, supposing this plan No. 2 becomes the law, and suppose that 
the Board sees fit to charter an institution and then the trustees of the 
Insurance Corporation decide that the institution is not sound, or for 
some reason, it should not be insured. I am now talking about the 
Federal institutions. First, can the trustees demy imsurance and 
second, if they deny insurance, what happens? Does it automatically 
revoke the charter; or in other words, would the trustees and the 
Insurance Corporation have a veto power over the chartering 
authority? 

Mr. Brunpags. Well, it is my understanding that the Insurance 
Corporation Board can deny insurance when it is originally offered 
or could cancel, if they wished to. 

I believe that a Federal savings and loan association has to be 
insured. It is required to be insured. So that I think, under the 
reorganization plan, that the Board of the Federal Savings and Loan 
Insurance Corporation could withhold insurance, if requests come in 
for new institutions to be chartered. I think the State institutions 
do not necessarily have the same requirement. I think they can, in 
certain States. I believe that it is not required that they be insured 
but the Insurance Corporation does insure a great many of them. 

Senator Corron. If the trustees of the Insurance Corporation saw 
fit to deny insurance to a Federal savings and loan institution which 
had been chartered, would that automatically revoke the charter and 
prevent that institution from doing any business? 

Mr. BrunpaGe. I don’t think so. I think they would have the 
opportunity to get insurance elsewhere. 

Senator Corron. Wait a minute. The law says it will be the duty 
of the Corporation to insure all accounts of all savings and loan asso- 
ciations. How can they get insurance elsewhere? 

Mr. Brunpace. Well, I had not studied that particular question. 
My assistant, Mr. Finlan, has gone into this at considerable length. 
I approached it from a broad angle—the desirability of the separation 
here, with additional protection to investors and the public and the 
Government, and I think he could answer that, if you wish. 

Mr. Frnan. Yes, sir. As I understand it, under this plan, a board 
of trustees of the Insurance Corporation would have the full authority 
and discretion to grant or withhold insurance; that in the event the 
Corporation withheld insurance, it would be incumbent upon the 
Home Loan Bank Board, because of the requirement of the law, that 
Federal chartered associations be insured, it would be incumbent upon 
the Federal Home Loan Bank Board to withdraw the charter if it 
had been issued prior to the denial of insurance; and that subse- 
quently, in the event the insurance corporation withdrew the insurance, 
of a federally chartered and insured association, that it would likewise 
be incumbent upon the Federal Home Loan Bank Board to withdrw the 
charter. We are talking now, of course, strictly about the Federal 
associations. 

Senator Corron. In other words, the law, by implication, would. 
i the Board did not withdraw the charter? What happens 
then? 

Mr. Frnan, It is our understanding it would be necessary for the 
Board to withdraw the charter. 

Senator Corron. Just one more question, Mr. Brundage. Do you 
know whether, in connection with the preparation of this plan, there 
was consultation with the Federal Home Loan Bank Board; the 
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manager of the Federal Savings and Loan Corporation; the United 
States Savings & Loan League; the National Savings & Loan 
League; or any of these agencies or organizations? 

Mr. BrunpaGe. I don’t think it was taken up with any of the 
organizations. It was discussed with individuals, I believe. 

Senator Corron. It has been proposed to permit the Banking and 
Currency Committee to study this, this fall, and consider the legisla- 
tive matter, if the administration should so recommend next year. 
Do you feel that would be an inappropriate procedure? 

Mr. Brunpace. I am sorry. 

Senator Corton. It has been suggested that the staff of the Sub- 
committee of the Housing and Senate Banking and Currency Com- 
mittee should study this matter during the recess; that it could then 
be considered, if the administration should so ree ommend, as a legis- 
lative matter next vear. 

Do you feel in view of the importance of this matter, in view of the 
questions that have been raised, that this would be an inappropriate 
procedure—that delay would be serious, and that, therefore, it is 
vital to be considered in this form at this time? 

Mr. BrunpaGe. It is our feeling that it is desirable to proceed with 
the reorganization plan as proposed. I think it is entirely up to 
Congress just what action they wish to take. 

Senator Kennepy (presiding). Thank you, Mr. Brundage. 

Our next witness will be Mr. W. Franklin Morrison, National Sav- 
ings & Loan League. 


STATEMENT OF W. FRANKLIN MORRISON, CHAIRMAN, LEGIS- 
LATION COMMITTEE, NATIONAL SAVINGS & LOAN LEAGUE 


Mr. Morrison. I will just present my statement for the record. 
(The statement of Mr. Morrison is as follows: ) 


STATEMENT OF W. FRANKLIN MORRISON, CHAIRMAN, LEGISLATION COMMITTEE’ 
NaTionaL Savines & Loan LEAGUE 


My name is W. Franklin Morrison, I am executive vice president of First 
Federal Savings & Loan Association, of Washington, D. C. I am chairman of the 
legislation committee of the National Savings & Loan League and am appearing 
bare in that capacity in opposition to Reorganization Plan No. 2, 

The Federal Home Loan Bank Board was established in 1932 in order to provide 
home mortgage credit for savings and loan associations. In 1933 Congress 
authorized the creation of a Federal type of savings and loan institution called 
Federal savings and loan associations and the Federal Home Loan Bank Board 
was given the chartering and supervising authority over these institutions. In 
1934 the Federal Savings and Loan Insurance Corporation was created in order to 
insure the accounts in Federal savings and loan associations and in State-chartered 
savings and loan associations. The Insurance Corporation was likewise placed 
under the Federal Home Loan Bank Board. These 3 functions and duties of the 
Federal Home Loan Bank Board are carried out under 3 separate congressional 
acts. The Board and many of its staff work on all 3 functions. The cost of the 
Ng is borne entirely by the industry it serves and not out of appropriated 
unds. 

The Federal Home Loan Bank Board has been an outstanding success in its field. 
Through the Home Owners’ Loan Corporation, one of its affiliates, the Federal 
home loan banks it created, and the insured savings and loan associations, it 
was a dominant factor in restoring order to the home mortgage market. Savings 
and loan associations now hold over $34 billion of the Nation’s savings in thrift 
accounts, and provide the funds for over a third of the home mortgage financing 
in the United States. The operation of the Federal Home Loan Bank Board 
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and of the Federal Savings and Loan Insurance Corporation has been extremely 
conservative and the supervision of these institutions has never been stronger or 
better. 

The proposed Reorganization Plan No. 2 of 1956 would take the Federal Savings 
and Loan Insurance Corporation out from the Federal Home Loan Bank Board 
and place it under a three-man board of trustees, one of which, however, would 
be the Chairman ex officio of the Federal Home Loan Bank Board. The Insur- 
ance Corporation, by the terms of the plan, would be made sul ject to the control 
of the President, which, under the existing setup, would mean direct control by 
the Bureau of the Budget. We are opposing the plan for the following reasons: 

1. The Federal Home Loan Bank Board since its inception has been bipartisan ; 
its expenses have been borne by the industry it serves and it has been adminis- 
tered as a quasi-judicial body. The proposed reorganization plan does not set 
up a bipartisan board for the Federal Savings and Loan Insurance Corporation, 
prescribes no terms of office for the incumbents, removes the quasi-judicial 
feature of their duties and makes them a political arm of the Government. It is 
difficult to see how this could strengthen or aid an industry which pays its own 
expenses or how it could be in the public interest. 

2. Instead of eliminating a Government agency, a new Government agency 
would be created. 

3. There would be substantially increased expenses of operation, and ac- 
cordingly one of the primary purposes of the plan would not be effected. 

4. The Hoover Commission recommended that ‘‘no person be permitted to 
serve as a member of the Federal Home Loan Bank Board and the Federal 
Savinen and Loan Insurance Corporation at the same time.” The recommenda- 
tion of the Hoover Commission would not be complied with, since the Chairman 
of the Federal Home Loan Bank Board would also serve as one of the three 
members of the board of trustees of the Federal Savings and Loan Insurance 
Corporation. 

5. The President’s plan presupposes that the Insurance Corporation would be 
strengthened by the reorganization plan and thus apparently justify the increased 
expense. The facts do not justify this assumption. The Federal Savings and 
Loan Insurance Corporation has not had a loss for 11 years. Whether or not a 
small loss will arise from a recent defalcation in Norfolk, Va., I understand has 
not yet been finally determined. Supervision by the Federal Home Loan Bank 
Board has never been stronger or better, and the institutions themselves are 
sound and efficiently operated and managed. 

6. The creation of two separate agencies with overlapping duties and functions 
tends to weaken Government administration rather than strengthen it. Any 
reorganization plan involving as it does an industry of $40 billion and of such 
great importance to the American people in the field of thrift and home financing 
should not. be effected until it has had very careful study and thought. There is 
no impending emergency or crisis that would demand the adoption of any plan 
without careful study. 

For the foregoing reasons it is respectfully submitted that Reorganization Plan 
No. 2 of 1956 should be rejected by the Senate. 


Mr. Morrison. I think that Senator Sparkman has covered the 
situation very well, and we have submitted our statement in writing. 

Senator Kennepy. Thank you, Mr. Morrison. 

The last witness will be Dr. Joseph F. Maloney, of Hicksville, N. Y. 

We are glad to have you here, Dr. Maloney. 1 wondered, if it were 
agreeable with you, if you would file your statement and then sum- 
marize your points. 


STATEMENT OF DR. JOSEPH F. MALONEY, HICKSVILLE, N. Y, 


Dr. Matonry. Yes, sir. Thank you very much, Senator. 
Senator Kennepy. The statement will be filed. 
(The statement of Dr. Maloney is as follows:) 


STATEMENT oF Joserpu F. Mauoney, Hicxsvituz, N. Y., in Opposition TO 
REORGANIZATION PLAN No. 2 


My name is Joseph F. Maloney. I reside at 10 Boulevard Drive, Hicksville, 
N. Y. I ama member of the faculty of Fordham University in the department 
of political philosophy. Among other fields of government I teach public admin- 
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istration. My professional connection with Fordham is mentioned solely for 
identification. The views I am presenting in this statement are presented only 
in my own name. 

As a teacher of public administration I believe that Congress should reject 
Reorganization Plan No. 2. The proposed reorganization is contrary to sound 
reasoning, especially in view of the actual present structure of the executive 
branch of the Natiohal Government. 

1. The first Hoover Commission concluded that the President did not have 
sufficient control over his own establishment. Consequently this Commission 
recommended the regrouping of functions into major departments and agencies 
for the sake of more coherence and responsibility. Reorganization Plan No. 2 
is in direct contradiction to this well-accepted basic Hoover Commission recom- 
mendation, 

The primary effect of Reorgnization Plan No. 2 is to set up an additional 
semi-independent agency to ‘‘* * * be subject to the direction and control of the 
President of the United States.’’ The probable net result in this respect would be 
the subordination of the additional independent agency to an anonymous member 
of the Presidential staff. The increased use of the staff techniques and the recent 
more extensive delegation of Presidential activities to staff members indicate the 
present practical impossibility of personal Presidential direction and control of 
an additional agency. 

There are limits to the ‘‘span of effective attention’’ on the part of every execu- 
tive. The burdens and details of the Presidency are such as to indicate that an 
additional independent agency would be beyond possible personal Presidential 
control. 

2. Most of the authorities in American Government are in full agreement that 
complication in the executive branch organization makes congressional oversight 
of the executive more difficult. The preservation of defactor parity between 
Congress and the Presidency and the preservation of the effectiveness of our 
fundamental system of checks and balances require that Congress keep the 
executive structure as simple as possible. An additional independent agency is 
an unnecessary additional burden for heavily laden congressional committees. 

3. If the Federal Savings and Loan Insurance Corporation is made independent 
of the Federal Home Loan Bank Board, then an additional body of bank or asso- 
ciation examiners must, be created and staffed. Truly independent insurance 
regulation by an independent corporation would require additional examinations 
every year of the member associations, in addition to the examinations of a 
slightly different type required by the remaining supervisory and regulatory 
duties of the Federal Home Loan Bank Board. 

At present there is an acute shortage of highly qualified applicants to fill the 
existing vacancies of bank and savings and loan association examiners. The 
latest annual report of the Superintendent of Banks of the State of New York 
stresses this shortage, which is also being currently experienced by the Federal 
Home Loan Bank Board. 

Creation of a new separate examining agency at this time would serve only to 
dilute and make less effective and efficient the present examining agencies, Federal 
and State. 

If the new independent agency is to be dependent upon examinations by other 
than its own agents, there is no justification for the Corporation being granted 
independent status. 

4. Some of the predicted effects presented in the message accompanying this 
plan are not likely tooccur. One prediction is that the plan“. . . will enhance the 
quality of the management of the Corporation.” 

This prediction is an implied criticism of the present management of the Corpo- 
ration—the same management that would continue under the plan, except for 2 
of the 3 members of the new board of the Corporation. Under the plan presented 
presumably the present. lower level managers would continue their present func- 
tiens, except for new directions by the new Board, one of whose members in the 
Corporation’s present Board Chairman. 

I am not aware that any evidence has been presented to Congress that demon- 
strates that the present Bank Board members are less than highly competent. 

If the originators of this Reorganization Plan No. 2 believe the present manage- 
ment quality level of the Corporation through the Federal Home Loan Bank Board 
is less than desirable, the better course of action would be further investigation 
into present management, rather than a divorce between the Corporation and the 
Bank Board. Even if this plan becomes effective, the Bank Board will retain far 
too many responsibilities in supervising and regulating savings and loan associa- 
ae for it to be permitted to have anything but a very high level of management. 
quality. 
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The granting of a new independent status would not solve any present problem 
of low management quality. Furthermore, I know of no indications that the 
present quality of management is anything but highly satisfactory. 

5. Similarly, the message accompanying plan No. 2 also states that the plan 
“will promote continuing public confidence in the savings and loan insurance 
program * * *” This same message notes that ‘‘the volume of savings insured 
by the Corporation has increased nearly sixfold in the last 10 years and now 
stands at approximately $28 billion.”’ 

There appears to be no lack of such public confidence today or reason to doubt 
that this confidence will continue, in view of the constantly rising level of insured 
savings deposits in savings and loan associations. Apparently the public can- 
not see any distinction in respect to fundamental soundness between the guaran- 
ties of the Federal Savings and Loan Insurance Corporation and the FDIC. 

6. The accompanying message also states that this plan ‘“* * * will better 
safeguard the interests of the Corporation and of the Treasury in minimizing the 
danger of losses arising from the contingent insurance liability.”’ 

There is no evidence to indicate that a new independent Corporation would be 
less interested in sound regulation than the present or new Federal Home Loan 
Bank Board. 

7. Finally the accompanying message predicts that the plan ‘“‘* * * will in 
the long run tend to reduce expenditures of the Government * * *,’’ reductions 
which ‘‘* * * It is not practicable, however, to itemize at this time * * *” 

A new independent agency with additional overhead will undoubtedly mean 
increased expenditures by the institutions who must support it by fees and 
assessments, with no reasonable predictable cause presented for even hoping for 
reduced governmental expenditures. 

8. There are other basic defects in Reorganization Plan No. 2 as it has been 
submitted to Congress, The plan fails to stipulate the duration of the terms of 
the two new Board members of the Corporation. The plan also fails to describe 
adequately the division of functions between the Corporation and the Bank 
Board. Because of these and other indications of undue haste in the preparation 
and submission of the plan, Congress should reject the plan if only because of a 
lack of sufficient information about its essential effects. 


CONCLUSION 


I wish to thank you, Mr. Chairman and the other distinguished members of 
this subcommittee, for permitting me to present this statement. I hope I may 
have been of some slight assistance to you in your deliberations. I strongly 
believe that the willingness and determination of Congress to continue as an 
independent and equal branch of our Government can well be measured by the 
degree and quality of independent judgment manifested in considering reorganiza- 
tion measures such as this. 

I urge you to recommend the rejection of Reorganization Plan No. 2, 


Dr. Matonry. T would like to present just a brief summary. I 
am speaking here just for myself. I teach government at Fordham 
University. I specialize in the field of public administration, and 
there were certain features of this proposal—the plan and the message 
that accompanied it—that struck my attention, and I thought that 
it should be repeated to the appropriate committees. 

The first is that the first Hoover Commission recommended in its 
report that there be a cutback in the number of independent agencies 
reporting directly to the President, because of the limitations of the 
span of effective attention on the part of any Executive. 

The task force of the first Hoover Commission, in line with this 
particular concept, recommended, I believe, that the FDIC, for 
example, be put into the Treasury Department in a manner similar 
to the present location of the Federal Home Loan and Insurance 
Corporation in the Federal Home Loan Bank Board. Of course, 
the task force of the second Hoover Commission recommended the 
present location of the Insurance Corporation be maintained. 

Moreover, congressional oversight of the executive branch of the 
government is extremely important if we are going to maintain a 
parity between the two branches of the National Government. I 
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don’t think there has been sufficient evidence presented to further 
complicate the congressional oversight by the addition of a new, 
independent corporation. 

Existing vacancies in the positions of bank examiners in New York 
State, and in the staffing of the Federal banking system—examina- 
tion system—indicate there is a shortage, a great difficulty in filling 
such a position, and the creation of a new agency which would require 
a new examination staff might undoubtedly dilute the existing State 
and Federal agencies now operating at the minimum level for security. 

Furthermore, Reorganization Plan No. 2 gratuitously implies that 
the present and immediate Federal Home Loan Bank Board manage- 
ment is deficient. The implication is unsupported by any reports 
to Congress. If the present management of the Insurance Corpora- 
tion is as good as its representations, there is no need to risk inferior 
management by setting up an independent agency. If there is a 
management problem in the present Board, such information should 
be referred to Congress for an appropriate committee to study the 
matter and handle the reorganization within the existing Bank Board, 
but there is no evidence to indicate that there is a management 
problem which would require such a divorce between the two agencies 
at this time. 

The statement in the Presidential message accompanying the plan 
was that there would be increase or greater security of public con- 
fidence in the Insurance Corporation if there was a separation, al- 
though this same Presidential message noted the fact there had been 
a sixfold increase in the level of insured deposits in the savings and 
loan associations and that, I believe, $5 million of this increase has 
come about in the year 1955, and that, in 1956 so far, the level of 
insured accounts is rising at the same rate as in 1955. 

For these and other reasons, I believe this plan should be rejected 
and the Senate resolution should be adopted in order to maintain the 
parity between the National Executive and Legisiature by respecting 
the congressional responsibility in overseeing the executive organiza- 
tion and administration. 

Senator Kennepy. As I understood it, your point is that it will 
not produce economy. It will not result in a higher caliber of per- 
sonnel; it wili not increase the President’s own immediate control 
over the functions involved but rather complicate them by placing 
them both m a position to be directly reporting to him; and that it 
would be a mistake to assume that this would bring about greater 
public confidence in a split Board than there might be in the present 
Board. 

Dr. MaLoney. You summarized my position well, Senator. [| 
would like to stress that my main objective is to preserve the parity 
between Congress and the Executive and the Congress must assume 
responsibility for maintaining as simple an organization in the execu- 
tive branch as is possible, in order to maintain official and congres- 
sional oversight. I see no evidence why we should further complicate 
the executive branch at this time. 

Senator Kennepy. I believe it is most important for the Banking 
and Currency Committee to weigh the importance of the substantive 
change to be brought about. 

I appreciate your coming. We will file your statement and the 
subcommittee will study it. I think the points in vour statement 
which you highlighted are very helpful. 
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The statement of Frank Muller, Jr., chairman, Federal Savings and 
Loan Advisory Council, will be incorporated in the record at this 
time. 

(The statement of Mr. Muller is as follows:) 


FEDERAL SAVINGS AND LOAN Apvisory CouNcIL, 
Washington, D. C., June 26, 1956. 
Hon. JoHn F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington, D. C. 


DraR SENATOR KENNEDY: Responsive to invitation from your subcommittee, 
I have prepared and am submitting a statement relative to Reorganization Plan 
No. 2 of 1956, which reflects the views of the Federal Savings and Loan Advisory 
Council as indicated by resolution unanimously adopted by that organization. 

I would appreciate the inclusion of this statement in the record of the hearing 
which your subcommittee is conducting upon the resolution providing that the 
Senate does not favor Reorganization Plan No. 2 of 1956. 

For the information of the subcommittee members, there is attached a list 
showing the members of the Federal Savings and Loan Advisory Council. 

Sincerely yours, 
FRANK MULLER, Jr., Chairman, 


Membership list: Federal Savings and Loan Advisory Council, for calendar year 1956 


Walter H. Dreier, Evansville, Ind. Harold A. Fitzgerald, Pontiac, Mich. 
Allen H. Generes, New Orleans, La. Lacy Boggess, Fort Worth, Tex. 
Forest J. Henney, Topeka, Kans. Walter Gehrke, Detroit, Mich. 
James E. Bent, Hartford, Conn. Myron H. Fox, Chicago, II. 


Everett C. Sherbourne, Elizabeth, N. J. C. R. Mitchell, Kansas City, Mo. 
Franeis E. MeGill, Philadelphia, Pa. Gail Whitcomb, Houston, Tex. 
Frank Muller, Jr., Baltimore, Md. Mrs. Gladys Forsyth, Lincoln, Nebr. 
W. B. Furgerson, Louisville, Ky. Gerrit Vander Ende, Tacoma, Wash. 
Carl F. Distelhorst, Orlando, Fla. 


STATEMENT OF FRANK MULLER, Jr., BALTIMORE, Mp., CHAIRMAN, FEDERAL SAv- 
INGS AND ADVISORY COUNCIL, AND PRESIDENT, LIBERTY FEDERAL SAVINGS AND 
Loan ASSOCIATION 


As Chairman of the Federal Savings and Loan Advisory Council, a statutory 
body created by the Congress in 1935, I appreciate the opportunity afforded me 
by the Chairman of the Subcommittee on Reorganization to submit a statement 
in support of 8. Res, 291 introduced by Senator Sparkman and cosponsored by 
Senator Fulbright and Senator Capehart. The resolution provides that the 
Senate does not favor Reorganization Plan No. 2 of 1956. This plan proposes to 
remove the Federal Savings and Loan Insurance Corporation from the jurisdiction 
of the Federal Home Loan Bank Board and would set up an additional agency in 
charge of the Corporation to report directly to the President. The Federal Home 
Loan Bank Board would supposedly retain the other functions now assigned to 
it by statute and would continue to report to Congress as it is now required to do. 

Summarizing briefly, if Reorganization Plan No. 2 is not disapproved, there 
will be authorized two independent agencies to perform the same functions now 
coordinated under the jurisdiction of the Federal Home Loan Bank Board. 
One of these agencies would be responsible jto the Congress, the other to the 
executive branch. 

Although the Federal Savings and Loan Advisory Council presumably was 
established for the purpose of studying and analyzing proposals such as are em- 
bodied in Reorganization Plan No. 2 of 1956 and making recommendations 
thereon, in this instance such a procedure was not followed. In fact, there was no 
intimation that such a drastic move was contemplated until the plan was formally 
presented to the Congress. 

The Federal Savings and Loan Advisory Council has been functioning under 
Congressional authority and blessing for 21 years. It is required to and has met 
regularly twice a year or oftener. At these semiannual meetings the Council has 
considered any and all suggestions for strengthening and improving the Federal 
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Home Loan Bank System in all of its operations including those of the Federal 
Savings and Loan Insurance Corporation. In its deliberations the Council con- 
sidered suggestions originating with the savings and loan business, the Federal 
Home Loan Bank Board or its department heads, other Government agencies 
and the public. Over the years, the Council has proposed many constructive 
ideas to the Federal Home Loan Bank Board and to the savings and loan business. 
During the time I have had the privilege of serving as a member of the Council, 
these suggestions were in every case graciously received and studied, and sincere 
efforts made to implement them. 

The last meeting of the Federal Savings and Loan Advisory Council was held 
on May 24 and 25 of this year. At that time a most careful and thorough study 
was made of the provisions of the Reorganization Plan No. 2 of 1956. The Coun- 
cil membership includes savings and loan executives, public interest directors of 
district Federal home loan banks (who represent other businesses and profes- 
sions), the president of the national association of supervisors of State chartered 
savings and loan associations, and executives of both national and State savings 
and loan trade associations. It was the considered judgment of the Council, 
representing all of the areas of interest enumerated above, that the proposed 
Reorganization Plan No. 2 of 1956 is an unstudied and ill-timed suggestion. Its 
adoption would bring about fundamental and undesirable changes in the opera- 
tion and supervision of the savings and loan business. These changes would be 
disadvantageous, confusing and costly and would not result in additional pro- 
tection or benefit to the public. 

As a result of the reasoning and conclusions which I have described, the Federal 
Savings and Loan Advisory Council voted unanimously a resolution of disap- 
proval, copy of which is hereto attached. 

I strongly support Senate Resolution 291 and ask the subcommittee to report 
it favorably. 


RESOLUTION OF THE FEDERAL SAVINGS AND LOAN Apvisory CoUNCIL 


‘‘Whereas the Federal Savings and Loan Advisory Council was created by 
Congress under section 8 (a) of the Federal Home Loan Bank Act to confer 
with the Federal Home Loan Bank Board and the Board of Trustees of the 
Federal Savings and Loan Insurance Corporation on matters affecting the Fed- 
eral Home Loan Banks and their members, and 

‘‘Whereas, the 17 members of the Council, elected and appointed from each 
of the 11 regional Federal Home Loan Bank districts throughout the Nation, 
were given no notice of Reorganization Plan No. 2 until it was made public a 
few days before the Council’s meeting of May 24-25 and the Council had abso- 
lutely no opportunity to study the proposal or offer its considered advice thereon, 
an 

‘“Whereas, Reorganization Plan No. 2 provides for a drastic change in the 
organization and operation of the Federal agencies by separating the Federal 
Savings and Loan Insurance Corporation from the Federal Home Loan Bank 
Board, and 

“‘Whereas, such separation of the agencies would result in increased cost, 
needless and conflicting duplication of supervision and inject partisanship into 
a newly created independent agency, and 

‘‘Whereas, the Advisory Council and the national trade associations are cur- 
rently conducting intensive studies designed to seek a Federal Home Loan Bank 
System of maximum effectiveness to the savers and homeowners of the Nation: 
Now, therefore, be it 

“Resolved, That the Federal Savings and Loan Advisory Council strongly 
urges the rejection of Reorganization Plan No. 2; and be it further 

‘Resolved, That a copy of this resolution be transmitted to the President of 
the United States and to members of Congress for their consideration and action, 
and to the Nation’s 6,000 savings and loan associations whose business is so 
vitally affected by this abrupt act.” 

I hereby certify that the above is a true and correct copy of a resolution adopted 
by the Federal Savings and Loan Advisory Council at Washington, D. C. on 
May 25, 1956. 

Lacy Boagess, 
Secretary, Federal Savings and Loan Advisory Council. 
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Senator Kennepy. The following letters will be incorporated in 
the record: 


Letter dated June 8, from Senator J. W. Fulbright, to the chairman 
of the Subcommittee on Reorganization; 


Letter dated September 7, 1955, to Senator J. W. Fulbright, from 
Walter W. McAllister; 


Letter dated September 13, 1955, to Senator J. W. Fulbright, from 
Walter W. McAllister; 


Letter dated June 8, 1956, to the chairman from Senator Homer E. 
Capehart; 


Letter dated June 28, 1956, to the chairman from Senator Herbert 
H. Lehman; 


iene dated June 22, 1956, to the chairman, from Senator Wayne 
Morse; 

Letter dated June 18, 1956, to the chairman from Senator J. Glenn 
Beall; and 

Letter dated June 6, 1956, to the chairman from Meyer Kestnbaum, 
special assistant to the President. 

(The above letters are as follows:) 


Unttep States SENATE, 
CoMMITTEE ON BANKING AND CURRENCY, 
June 8, 1956. 
Hon. Joun F. Kennepy, Chairman, 
Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington, D. C. 


Dear SENATOR KENNEDY: Thank you for your letter of May 23, 1956, request- 
ing the views of the members of the Banking and Currency Committee upon the 
merits of Reorganization Plan No. 2 of 1956. This plan would separate the Fed- 
oral Barings and Loan Insurance Corporation from the Federal Home Loan Bank 

oard, 

I have sent a copy of your letter to each member of the Banking and Currency 
Committee in order that they may reply individually to your letter. 

Personally, I can see no justification for the reorganization plan. The Insur- 
ance Corporation has been a part of the operations of the Federal Home Loan 
Bank Board since the Corporation was created in 1934, and I am unaware of any 
reason for separating the two. The President’s message admits that the plan 
will result in increased operating expenses, and the message does not state any 
specific economies which would result. 

It seems to me that before we take any action dividing these supervisory and 
regulatory responsibilities into different agencies, the subject should be carefully 
considered, and, if it is to be done, a plan should be worked out which would 
result in good administration and would avert a duplication of supervision and 
examination and not invite controversy and conflict between two Federal agencies 
administering overlapping, and in some instances, identical responsibilities. 

In addition to these basic questions, the plan has some unusual aspects in that 
it would make this Board which would be permanent, nondefense and non- 
emergency, subject to the direction and control of the President; it does not fix 
specifie terms of office for the members of the proposed new Board and would not 
make it bipartisan. The 3-man Federal Home Loan Bank Board is bipartisan 
so that of the 5 members on the 2 Boards, 4 could be from 1 political party. 

Furthermore, the plan creates an additional independent agency which reports 
directly to the President. I had understood that one of the principal objectives 
of reorganization of the Executive branch was to reduce the number of agencies 
reporting to the President. You may recall that this was one of the principal 
objections of the President last year when the Congress removed the Federal 
— Loan Bank Board from the jurisdiction of the Houking and Home Finance 

gency. 

Unless the subcommittee can discover some economy to be achieved or some 
other principle of good management to be served, | would recommend that 
Reorganization Plan No. 2 of 1956 be disapproved by the Senate. 
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Your committee may be interested in the enclosed letters from the chairman of 
the Home Loan Bank Board, dated September 7 and September 13, 1955, com- 
menting on 8. 2454 and S. 2318. These bills, now pending before the committee, 
had the same general purpose as Reorganization Plan No. 2 of 1956. 

Sincerely yours, 
J. W. Futsricat, Chairman. 


FreperaL Home Loan Bank Boarp, 
Washington, D. C., September 7, 1955. 
Hon. J. W. Fucsricut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Futpricut: Mr. Albert M. Cole, Housing and Home Finance 
Administrator, has furnished me with a copy of his letter of August 17, 1955, 
to you, advising you he was referring to the Federal Home Loan Bank Board, 
for comment, the request embodied in your letter of July 13, 1955, for an expression 
of views on 8. 2454. 

This bill, which provides that no person who is serving as a member of the 
Home Loan Bank Board shall be eligible for appointment to or serve as a member 
of the Board of Trustees of the Federal Savings and Loan Insurance Corporation, 
would not, as written, be relevant to the situation as it now exists. By reor- 
ganization Plan No. 3 of 1947, the Board of Trustees of the Federal Savings and 
Loan Insurance Corporation was abolished and its powers and functions trans- 
ferred to the Home Loan Bank Board—now the Federal Home Loan Bank Board. 
It would first be necessary, before the bill could have any clear force and effect, 
to reconstitute a Board of Trustees for the Federal Savings and Loan Insurance 
Corporation. 

However, to direct our comments to the apparent purposes of the bill, we are 
not in agreement that a separate board should be established to administer the 
affairs of the Federal Savings and Loan Insurance Corporation. Both the Federal 
Home Loan Bank Board and the Federal Savings and Loan Insurance Corporation 
are concerned with the operations of savings and loan associations and the existence 
of two boards could bring about conflicts of policy. We feel that it is also apparent 
that such operations would be much less economical. Possibly the Congress 
might feel that some checks and balances might be needed to preserve necessary 
controls over the approval of insurance and the granting of charters, but this 
Board does not believe any benefit would derive merely by the establishment 
of a separate governing body for the Federal Savings and Loan Insurance Cor- 
poration. 

As requested in connection with this matter, five copies of this reply are being 
sent you. 

Sincerely yours, 
Water W. McALLISTER, Chairman. 


FreperRAL Home Loan BaNnxk Boarp, 
Washington, D. C., September 13, 1956. 
Hon. J. W. Fuisrieut, 
Chairman, Committee on Banking and Currency, 
United States Senate, Washington, D. C. 


Dear Senator Futsrieut: Mr. Albert M. Cole, Housing and Home Finance 
Administrator, has furnished me with a copy of his letter of September 1, 1955, to 
you, advising you he was referring to the Federal Home Loan Bank Board, for 
comment, the request embodied in your letter of June 28, 1955, for an expression 
of views on 8. 2318. 

This bill, which provides that no person who is serving as a member of the 
Home Loan Bank Board shall be eligible for appointment to or serve as a member 
of the Board of Trustees of the Federal Savings and Loan Insurance Corporation, 
would not, as written, be relevant to the situation as it now exists. By Reorgan- 
ization Plan No. 3 of 1947, the Board of Trustees of the Federal Savings and Loan 
Insurance Corporation was abolished and its powers and functions transferred to 
the Home Loan Bank Board—now the Federal Home Loan Bank Board. It 
would first be necessary, before the bill could have any clear force and effect, to 
reconstitute a Board of Trustees for the Federal Savings and Loan Insurance 
Corporation. 
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However, to direct our comments to the apparent purposes of the bill, we are 
not in agreement that a separate board should be established to administer the 
affairs of the Federal Savings and Loan Insurance Corporation. Both the 
Federal Home Loan Bank Board and the Federal Savings and Loan Insurance 
Corporation are concerned with the operations of savings and loan associations 
and the existence of two boards could bring about conflicts of policy. We feel 
that it is also apparent that such operations would be much less economical. 
Possibly the Congress might feel that some checks and balances might be needed 
to preserve necessary controls over the approval of insurance and the granting 
of charters but this Board does not believe any benefit would derive merely by 
the establishment of a separate governing body for the Federal Savings and Loan 
Insurance Corporation. 

As requested in connection with this matter, five copies of this reply are being 
sent you. 

Sincerely yours, 
Water W. McALListeErR, Chairman. 


Unitrep States SENATE, 
CoMMITEEE ON BANKING AND CURRENCY, 
June 8, 1956. 
Hon. Joun F. Kennepy, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear SENATOR KENNEDY: I have received a copy of your letter of May 23, 
1956, to Senator Fulbright, requesting the views of members of the Banking and 
Currency Committee concerning Reorganization Plan No. 2 of 1956. 

As you know, the Banking and Currency Committee has legislative jurisdiction 
over the Federal Home Loan Bank Board and the Federal Savings and Loan 
Insurance Corporation, and as the ranking minority member of that committee, 
I am, of course, extremely interested in any proposal affecting these institutions. 
Reorganization Plan No. 2 provides for complete separation of the Federal Savings 
and Loan Insurauce Corporation from the Federal Home Loan Bank Board. The 
administration of the Corporation would be vested in a Board of 3 trustees, 1 of 
whom would be the Chairman of the Bank Board. 

This plan calls for a change in the method of operation that has proven successful 
for the past 22 years. I have not been convinced that there is any valid reason 
for separating the FSLIC from the Bank Board. Certainly, I have heard no 
demand for such action from the members of the savings and loan industry that 
are so vitally concerned with the operation of these agencies. 

The proponents of the plan have admitted that the reorganization will result 
in increased operating expenses. I can see no advantage to the Government or to 
the industry to counterbalance the increased expenses involved in duplicate 
personnel and offices. 

I am sure that your subcommittee will study this matter carefully and thorough- 
ly to determine whether there are any overriding considerations that necessitate 
the adoption of this plan. I appreciate your affording me the opportunity to out- 
line my views. 

Sincerely yours, 
Homer E. CapeHart. 


Unitep STATES SENATE, 
Washington, D. C., June 28, 1956. 
Hon. Joun F. KENNEDY, 
Chairman, Subcommittee on Reorganization, 
Senate Committee on Government Operations, 
Senate Office Building, Washington, D. C. 


Dear JAck: This is in further reference to my letter to you of June 13, in 
which I informed you that although I had not studied it in detail, I was tenta- 
tively inclined to oppose Reorganization Plan No. 2 of 1956, the plan which seeks 
to create separate managements for the Home Loan Bank Board and the Federal 
Savings and Loan Insurance Corporation. 
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In the interval since I wrote you the aforementioned letter, I have had oppor- 
tunity to study this measure in greater detail. On the basis of that study, I 
would like to inform you, for the record, that I see no merit whatever in Reorgan- 
ization Plan No. 2 and, further, that I wholeheartedly support 8. Res. 291, the 
resolution expressing the Senate’s disapproval. 

I wholeheartedly subscribe to the scholarly and careful statement made by 
Senator Sparkman on behalf of himself and Senators Fulbright and Capehart, 
the chairman and ranking minority member, respectively, of the Senate Banking 
and Currency Committee. I also wish to endorse the testimony that Senator 
Sparkman delivered in person at the subecommittee’s hearings yesterday. 

I am unable to discover anyone who supports this proposal, except the Bureau 
of the Budget. And even the support of the Bureau of the Budget seems to be 
somewhat equivocal, in view of the statements that various representatives of 
the administration have made in the past. My own heavy mail on the question 
has been unanimously opposed to this plan. 

I would appreciate it very much if you could make this letter a part of the 
record of your subcommittee. 

With kindest regards. 

Yours very sincerely, 
Herpert H. Lenman, 
United States Senate. 


Unirep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
June 22, 1956. 
Hon. Joun F. KenNneEpy, 
Chairman, Subcommittee on Reorganization, 
Committee on Government Operations, 
United States Senate, Washington, D. C. 

Dear SENATOR KENNEDY: I should like to record my support of 8. Res. 291 to 
disapprove Reorganization Plan No. 2. 

This plan provides for a separation of the Federal Savings and Loan Insurance 
Corporation from the Federal Home Loan Bank Board. The savings and loan 
leaders in Oregon tell me that the representatives of the industry are opposed to 
the plan and were not in any way consulted prior to the submission of the plan to 
the Congress. My own experience on the Senate Banking and Currency Commit- 
tee has led me to be extremely skeptical of changes of such a major nature which 
have not had the benefit of careful hearings and committee work. 

On the face of the plan, creating 2 agencies where 1 exists, it would appear 
that the philosophy of reorganization plans has been violated. What economy 
can result from establishing, staffing, and operating two agencies? 

If there are sound justifications for a change in the structure of these Federal 
agencies, I urge the administration to present them in legislative form so that the 
regular committees can deal with them in a careful and thorough manner. Mean- 
while, I would urge the committee to report favorably the resolution of disapproval. 

With kindest regards, 

Sincerely, 
Wayne Morsp. 


UniTep States SENATE, 
COMMITTEE ON BANKING AND CURRENCY, 
June 18, 1956. 
Hon, Joun F, Kennepy, 
Chairman, Subcommittee on Reorganization, 
Senate Office Building, Washington 25, D, C, 

Dear Senator Kennepy: In reply to your request of Senator Fulbright for 
the views of the members of the Senate Committee on Banking and Currency on 
Reorganization Plan No, 2, of 1956, I have the following comments to. make: 

It is my opinion that the Federal Savings and Loan Insurance Corporation 
should not be separated from the Federal Home Loan Bank Board, but that the 
former should remain under the supervisory jurisdiction of the latter, as at 
present, conforming to the Hoover Commission task force report on lending 
agencies, page 38. 
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It would seem that the recommendations embodied in Reorganization Plan 
No. 2 of 1956 would engender duplicitous characteristics not otherwise present 
under the task force recommendations. 

With kindest personal regards, I am, 

Sincerely yours, 


J. GLENN BBRALL. 


Tue Wuirte Houvussg, 
Washington, June 6, 1956. 
Hon. Joun F. KENNEpy, 

Chairman, Subcommittee on Government Reorganization, 
United States Senate, Washington, D. C. 

My Dear Senator KENNEDY: In response to your request for my views, I 
wish to express my strong support of Reorganization Plan No. 2 of 1956 which 
transfers the management of the Federal Savings and Loan Insurance Corporation 
from the Federal Home Loan Bank Board to a new and separate board of trustees. 

My careful study of this proposal, in connection with a review of the Hoover 
Commission recommendations on lending agencies, has led me to the conclusion 
that present organizational arrangements do not serve the best interests of the 
industry, the Government or the public. In no other case to my knowledge is 
the management of a Government corporation vested in a regulatory body such 
as the Federal Home Loan Bank Board which has major responsibilities unrelated 
to the affairs of the Corporation. The phenomenal growth of the insurance pro- 
gram and the present and rapidly increasing magnitude of the Federal Govern- 
ment’s potential liability in connection therewith clearly point to the need for 
separating the Insurance Corporation from the Federal Home Loan Bank Board 
and placing it under a separate board of trustees. The Insurance Corporation 
clearly requires full-time management, 

I urge that the Senate act favorably upon the plan and reject the resolution 
of disapproval. 

Sincerely yours, 
Meyer KestnravM, 
Special Assistant to the President. 


Senator Kennepy. The subcommittee will go into executive 
session. 


(Whereupon, at 12:02 p. m., the subcommittee recessed, subject 
to the call of the Chair.) 


x 











